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PREFACE 

• 

The object of this wotk is to present in a concise 
and simple form an account of the Fritish system of 
taxation and the principles on which it is based, 
together with some of the leading historical facts in 
its evolution. Taxation is a complex subject, and one 
on which there is no perfect consensus of opinioa 
Though in practice it compels the attention of evgry 
one in some degree, yet its principles are by no means 
universally understood; familiarity with the concrete** 
facts does not impart principles of method, while the 
troubje of acquiring them is a barrier to many. One 
reason perhaps is that the subject has for the most 
part been discussed in general treatises on economics, 
or, when separately treated, has been handled with 
much elaboration and detoil, so that few except 
economic students have followed up its intricacies abd 
subtleties; the average citizen with little leisure has 
small acquaintance with the more learned and exhaus- 
tive ^malyses. 

There is room, and indeed need, for a brief and logical 
Statement of the bases of taxation and an exposition 
of the incidence of the tax.system of this country. No 
tope has occupied more of public attentioi^jd recent 
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years', nor is any likely to exercise « gicaier influfcnce 
on the immediate future of the nation iif its application. 
It is desirable in the highest degree that all citizens 
should be able to think out the economic consequences 
of taxation for themselves ; to this end some assistance, * 
analytic and historic, is necessary. To satisfy tlie 
need in a succinct form is the aim of this work; it 
offers no new theories, but ^ks to aid clear perception 
in i difficult and somewhat controversial field of 
enquiry. The task necessarily implies considerable 
condensation. It is hoped that the work will be found 
helpful, and that it may induce many readers to 
prosecute the enquiry in the larger classical writings 
on taxation, a list of which is supplied in the short 
bibliography at the end. 

^ In this eighth edition the text has been revised 
so as to incorporate changes effected by recent legisla- 
tion, including financial and statistical alterations, up 
to 1914. The changes in taxation, public deb^ and 
general finance, created by the War, are so exceptional 
that it is not desirable to discuss them in detail until 
a position of greater stability has been attained, 

. Important additions to taxation and to debt as results 
of'the War are noted in the Appendix for information. 

It would be premature at present to discuss them in 
this volume. 
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PRINCIPLES AND METHODS 
OF TAXATION 

CHAPTER 1 

THE GROUNDS AND NATURE OF PUBUC EXPENDITURE 

Taxes are a portion of private wealth, exacted from 
individuals by the State for the purpose of meeting 
the expenditure essential to carrying out the functions 
of government Taxation in some form is an invariable 
attribute of an organised political society, and, under 
whatever name it exists, it becomes sooner or later the 
principal means of raising revenue for public purposes ; 
it is thus the coi relative to the services which govern- 
ment performs for the community. Acting under a 
natural impulse men organise themselves into political 
sekiietie^ for common safety and to secure the advan-' 
ta^ which arise from combination; only by such 
union is the development of human powers possible or 
pDiogress in civilisation attainable. All organisation 
ilBiplies administration, and tbis involves expenditure 
wmch' must be met by public income. 

Economic se[^ation of functions tends to increase 
^ Wi^ the complexity of society, and the more advanced 
^ organisation, the more numerous become the 4uties 

A* 



NATURE OF PUBUC EXPIJNDITURE {chaf. 

, of • government, the more elaborate and costly its 
machinery, and the larger the fX)mmon fund requisite 
to meet expenditure incurred for the common good. 

The investigation into the nature and principles of 
State expenditure and State revenue is called Public 
Finance—a science which involves considerations of 
both a political and an economic character. As in all 
other cases of organised knowledge onipirical methods 
preceded theory, so societies had reached a fairly 
advanced stage before a science of finance arose, and 
in practice public finance took many forms before 
principles were formulated or even sought out; the 
fiscal needs of earlier limes weic met by measures of 
a more or less arbitrary kind determined by the form 
of government, the degree of knowledge, and the 
nature of the local circumstances ; only gradually and 
in the more progressive countries under settled govern- 
ment have systematised ideas as to principles of finance 
gained general acceptance. Modern highly developed 
communities profess to seek for guidance in matters 
relating to public expenditure from maxims of a 
scientific character, and to regulate their taxation in 
conformity with principles which arc recognised as 
working out beneficially in the circumstances that 
' govern their economic and political existence. ^ 

' In England, from the sixteenth century, economic 
enquiry began to take scientific form, but rather as 
a series of problems of trade, currency, and finance, 
than an investigation into production and distribution. 
Towards the end of the eighteenth century, Adam 
Smith gave organic structure to ecocomics “an , 
enquiry into the causes and nature of the wealth 
of nations^ including an enquiry into the sonites 



1.] ST^TE EXPENDITURE 

of revenue of the sovereign or commonwealth";* a 
considerable section of this classic treatise is thus 
concerned with taxation and its effects. It is only, 
however, irj recent times that the systematised study 
cpf finance has come into prominence. Professor 
Bastable's "Public ‘Finance,” published in 1892, was 
the first exliaustivc attempt in England to treat the 
subject as a sper'ific science, although in Germany 
much labour had already been devoted to the enquiry. 

The present aim is to give an outline of the British 
system oi taxation with an examination of th'* principles 
on which it is based, and to describe the general 
incidence and economic results of the various forms 
of taxation. A preliminary survey of the nature of 
the public expenditure which constitutes the demand 
for public revenue will form an appropriate introduction 
to this undertaking. 

It has been held, and from one point of view the 
doctrine is valid, that State expenditure should be 
determined in amount by State revenue, just as the 
income of a private individual should dictate the 
scale of his consumption ; in national affairs, however, 
this process is generally reversed, and State income is 
largely determined by considerations as to necessary 
outlays measures involving public expenditure are often 
urgent, and are accepted as needful and unavoidable, 
and to meet these revenue has to be found. Recourse 
in such circumstances is sometimes made to loans— a 
mdtlv)jd open to abuse, and now adopted so frequentlyi 
especially in local affairs, as to afford ground for serious 
censideration ; for debt implies merely deferred taxation 
witb interest In national iffairs the power to spend 
and the fiecd for spending have to be cemsidered 
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t(^her ; they interact, and thos mutually determine the 
actual expenditure for which revenue 4nust be provided. 

Taxes are contributions from the national dividend ; 
they must ultimately come out of the annual earnings 
of the nation. The private income of a nation i^ the 
index of the capacity of the people to jay taxes, since 
it is the real source of public revenue. Labour and 
wealth employed productively by individualj^^ate a 
fund which can be drawii upon ; hence, as AcNBB^nith 
urged, the importance of measures which remove 
restraints on production, and which tend to stimulate 
the enterprise of a people. 

Public expenditure can be roughly classed under two 
heads, imperial and local ; the first concerns the com- 
munity as a whole, the second relates to matters which 
have a special local interest; the army and navy 
illustrate the former, sanitation and street lighting the 
latter. Many matters, however, have both an imperial 
and a local significance, and in these cases a judicious 
combination of central and local control is desirable; 
the British poor law and elementary education illustrate 
this blending of national and local interests. The 
State contributes laigcly to public education ; local 
rates are also called upon for the same purpose, and 
{o local authorities have been delegated the duties of 
enforcing and administering the Education Acts. Poor 
law relief, which was originally under local control,; 
has, since 1834, been regulated by the Govemmenl^ 
but the administration is local, and the expei^ditanf:'’ 
is governed by local circumstances, and fiUb 
upon local rates, though the Government alsQ^|]ali|.lB^'’ 
contributions from imperial taxation towar^' ' 
eaepense, 
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L] IMfKRlAL AND LOCAL CONTROL 

I 

During the growth and consolidation of the nation, 
twG^ tendencies iiavc , been evolved as regards the 
functions of government, one making for centralisa- 
tion, and ^the other for devolution. The former 
has ^tended to unification, simplicity, homogeneity of 
management, and economy ; it has superseded diversity 
of authority and also of method in cases where unity 
was desirable. The other has made for the delega- 
tion of administration to locat authorities where local 
interests were mainly concerned. Local government 
is in the latter case deemed the more efTiciciil, since 
it can fully avail itself of local knowledge and super- 
vision, and can better deal with sjtccial local circum- 
stances and wants, such as arise from a diversity of 
industrial and commercial conditions in which elasticity 
of method is desirable. Further, local government is 
educative; it fosters interest and calls forth locaf 
sentiment; it can utilise the detailed knowledge and 
the administrative capacity of a larger number of the 
community, and it enlists the sympathy and activity 
of many who are able and willing to give their service 
and knowledge locally, but who would find no scope for 
their public zeal and social sentiment under a system 
of centralised administration. The State in such 
cases wtains some control over the local authorities’, 
and can restrain their action, in the sanctioning of 
loans for local expenditure; it also forms a court of 
appeal against extravagance or any abuse of power 
on th^ part of local authorities. 

On the threshold of the subject two fundamental 
probleips present themselves, as regards both imperial 
and local expenditure : (i) what are the proper subjects 
for such »penditure; (2) Wat are the methods by 
S *12 
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which funds are to be obtained, and, as a corollary to 
these, on what principles should taxatfbn be based. •> 
The proper scope of State action is one .of the 
standing problems of iKjlitical philosophy. .Historically 
the functions of the State have in practice fluctilateW 
between two extremes, and their exact limits remain 
still indeterminate. The one extreme view (socialistic) 
would comprise llie whole domain of economic action ; 
the other, commonly called /a/ssrr faire^ would confine 
the iiiducncc of government to the narrowest limits 
possible. The normal tendency in advanced countries 
has been towarils free contract, but with many State 
limitations and K g illations. 

h'or centurie.s in England the sovereign power exer- 
cised over the individual a customar} control which 
jsavoured of bondage in social anti economic affairs; 
service and taxation had something of an arbitrary 
character; labour, industry, and trade were fettered 
by numerous restraints, and political freeiloin for the 
many had scarcely any existence. At length by 
sharp conflicts political freedom was aetjuired, and 
personal and economic liberty gradually followed. 
The rights of free contract, voluntary combination, and 
free-trading were, however, slow in attainment 
In the .seventeenth century the idea of StaU direc- 
tion and regulation was a leading principle in commerce, 
and it was embodied in what is now known as 
the mercantile system. A reaction took place in the 
eighteenth century under the leaching of the Physiocrats, 
and especially tliruugh the influence of the doctrine 
of “natural liberty” then advocated ^d applied to 
economic considerations. .Adam Smith, the champion 
of economic freedom in Great Britain, howeyer, rathet 
6 
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I 

attacked definite injurious restraints on economic 
libofty than advocated, a thorough laisserfaire S3^tenj. 
He sets forth the politico-economic duties of govern- 
ment as tlireefold : (i) “ the protection of society from 
tiie tiolence and invasion of other independent societies " ; 
(2) ‘s the protection 'as far as possible of every member 
of society from the injustice or oppression of every 
other member of it, or the duty of establishing an 
exact administration of justice (3) “the duty of 
erecting and maintaining those public institutions 
and tliose public works which, though they may be 
in the highest degree advantageous to a great society, 
are, however, of such a nature that the profit could 
never repay the expcMise to any individual or small 
number of individuals.” 

More recent classifications are little more than 
refinements upon and restatements of that of Adam 
Smith. For example, J. S. Mill divided the functions 
of government into “ necessary ” and “ optional.” The 
first comprised security of life and property and defence 
against both foreign and domestic enemies, which 
practically coincide with the first two duties set forth 
by Adam Smith. The boundary of tlie optional field 
Mill admitted to be very elastic and undefined, and 
to bei determined in dififerent circumstances by the 
principle of expediency ; each caue of State interference 
must be justified on its merits as a public benefit, and 
as tlie best means of obtaining some end deemed 
desirable for the community. 

Later socialistic conceptions of the State led to the 
revival of theridea of paternal rule and a tendency 
to regard the State as the chief force in expanding 
and consolidating national life. The adoption pf this 
7 
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doctrine would obviously involve a very larg;e iilcrease 
in taxation. But the economic and industrial conditions 
of nations vary greatly; different circumstances and 
different stages of evolution call for various degrees of 
departure from the principle of non-interfcrcnce, vhiich 
may be adopted as the normal principle. This remark 
is illustrated by the contrast between British rule in 
Great Britain and in India; many duties must be 
undertaken by the ruling power in India, which are 
accomplished by voluntary enterprise in Gic.it Britain. 
Similar deviations from the principle of free enterprise 
are observable umler different civilisations, and under 
the diverse forms of distribution of political power in 
various countries. Among barbarous nations there is 
little organisation or combination, and no system of 
Jaxation except in the form of obedience and service 
to the chief. Under feudal government the various 
grade.s of .society were boun<l together by a system of 
land tenure in which military service, labour dues or 
customary payments, were exacted from all classes in 
some fornL In course of time with economic develop- 
ment service was commuted to money payment, and by 
degrees taxation in some more or less arbitrary form 
appeared ; it was long, however, before it was reduced 
to definite principles and methods, 

' In the Middle Ages much public expenditure was 
incurred for purposes of war and religion : these called 
for both personal service and contributions of wealth. 
As commerce, trade, and industry increased, greater 
prominence was given to the economic aspects of 
society ; problems relating to the functions and> limits 
of State control and direction became more numerous ; 
and while old restraints were being removed, new forms 
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of St&te intervention were called into exii^tcnce, Thus. • 
t.gk, Combination Acts were repealed, while Factory, 
Mines, and Workshops Acts were passc“d. 

The utilitarian view of expediency as the decisive 
lesf of government regulation seems to permit the 
indefinite application of State intervention, provided 
it can be shown that the general welfare can only thus 
be best attained; the onus^of proof, however, rests 
always with the advocates of new modes of interfer- 
ence, which require additional cxiiendituic and make 
a demand for further taxation. Scicnlifie knowledge, 
which lias extended human powers over nature, has 
increased the variety of operations and proilucts, and 
has created elaborate industries einplov’ing complex 
machinery. This evolution has necessitated fiesh 
regulations by the State, in order to prevent injury te 
workers who arc liable to .sufler under the new industrial 
system. It has also become ncccssaiy for the Stale 
to protect the public against abuses of power by 
special intere.sts and monopolies. Incrcas^'d public 
expenditure is a rc.siilt ; this is cxemplifietl in national 
outlay on police, edutation, regulations touching trade, 
railways, and shipping, and inspection of many kinds, 
both national and municipal. 

The^determining principle in the case of both imperial 
and local cxpcndituie is admittedly the supply of some 
service ncccssaiy' or desirable, and able to be more 
efficiently provided by public action tlian by private 
enterprise. While there is scoi>e for much elasticity 
in the application of this principle, in determining 
the field of its* activities it is important that govern- 
ment, whether local or imperial, should not restrain 
that indi^duai freedom, which, by foslcring;.raerg)', 

9 
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entePprisc, and invention, becomes the prime factor in 
all progress. On the other hand,* since progress 
depends also upon safely and knowledge, the State 
should secure that these conditions of national develop- 
ment arc provided. ‘ • 

Some kinds of public expenditure are called un- 
remuncrativc or non-productive, because they do not 
yield any apparent arldition to material wealth; such 
expenditure may, however, be unavoidable, as in the 
examines of military defence and police, which are 
rendered n^'cessary by the jealousies of other nations 
and thf' conditions of morality at home. The standing 
armies of Euiope alone cost vast sums annually, apart 
from tlie indirect losses to industry arising from the 
withdrawal of able-bodied men from industrial employ- 
ment. Viewed from the economic standpoint only, 
this exp'-nditure would not be rcgarrled as productive. 
Other expenditure is called productive or beneficial, 
becau.se it returns interest on ca[)ital, or affords some 
very obvious economic service ; such exjienditure may 
be regarded as ca]jital sunk in the common interest, 
and is exemplified by outlay on roads, harbours, docks, 
and V iterworks. In these undertakings there is a 
tfingible or visible result, something which supplies a 
definite economic good, or which yields a revenuft The 
term productive is, however, incapable of clear dcfinition_^ 
on these lines; some expenditure is less obviously 
productive in its immediate results, but is not less 
economic in it.s ultimate effects ; such is the expei^diture 
upon public education, which may increase the pro- 
ductive power of a nation in an incalculable .degree. 
Again, a war of defence may be necessary to preserve 
the vbry existence of an industrial people; jts results 
* 10 
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are an asset incapable of economic valuation, the setvice • 
capnot be weighed against the cost. Much economic 
loss arises from defects in human nature; these must 
be reckongd among the data of the problem, and they 
rcrRler emplo3nnents such as th(»sc of the army, navy, 
and police, neccs.safy. 

It may be urged that im? economic advantages 
arc gained by military trainin-, and it is admitted that 
the virtues of patriotism, courage, self-sacrifice are 
called forth by war; but the net economic outcome 
of militarism is waste, and those same \iri.ies can be 
promoted and displa)'cd in olhei circumstances. As 
regards the inventive jiower said to be stimulated by 
war, the same originality of genius could find a vent 
and more valuable emp]o3mcnt in peaceful pursuits 
which add to production, remove pain efise labour 
and promote comfort To the immediate taxation for 
war and preparation for defence must be added the 
debts incurred, wliich become a permanent burden 
on the industry of the nation. The conclusion 's that 
while some degree of naval and military ex[)enditme 
is inevitable in the existing relations of nations owing 
to inherent defects in the character of men, it is to be 
deplored that this kind of expenditure lends to gro>v 
with afceleraling pace and to absorb an ever increasing 
proportion of national revenue.* 

Public expenditure is not restrained by tlic forces 
which control private expenditure; the degree of 

t 

* The military defences of the great powers of Europe on a 
peace basis cost those nations more th.'vn ]^joo,ouo,ooo a year, and 
this is eilormously increased by periodic outbreaks of war. Further 
increase of expenditure upon milttary or naval equipment^by one 
]K>wer invaijably evokes rivalry among others. * 

II 
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laxRtion is limited only by the estimate of its necessity 
and the capacity and willinfjness..of the people to bear 
it. The Government must consider the effect of taxa- 
tion upon the industry of the people an^ on their 
power U) pay. Anythinji which encroaches upon these 
unduly inflicts a double injury, inasmuch as it reduces 
the standard of living and threatens to sap the economic 
forces of the nation. 

Public expenditure, both national and local, is liable 
to sundry defects ; in some cases the influence of 
private individuals procures outlay upon measures 
which are unproductive and do not really tend to 
public advantage; also the motives to economy in 
administration arc not so urgent as in a private business, 
for those who direct public expenditure do not feel 
)he same responsibility as those who arc dealing 
with their own capital, since they do not personally 
suffer the [jeiialties of waste ; tax-paycr.s cannot select 
ail their employees or secure their full efficiency, nor 
can they readily change their methods of expenditure 
when these are established, or effectively control the 
machinery when once it is set up, Stale production 
has also a tendency to check private enterprise; it 
weakens competition, establi.shes routine systems, and 
discourages the introduction of new and more ecc nomic 
iftethods. The invigorating stimulus of competition 
and personal interest seems to be essentia! for progress. 

Private enterprise seeks to increase wealth as a 
source of profit, and its expenditure is regulated by 
its income. In the case of the State the revenue 
demand is fixed by the amount ^f expenditure 
determined upon in advance, and thus arise oppor> 
tunitid, for extravagance; taxation may be called 

IS 
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' Upon* to meet the outlay upon projects which are the 
f^s of a party temporarily in office^ or for the gratifica* 
tion of a popular sentiment which has not counted the 
ultimate cost of its demands. Taxation always reduces 
the® spending power of the tax-payer by the amount 
he contributes to the State ; although expended by the 
Government in employing labour in the performance 
of some necessary duty, it yet^ reduces the consumption 
of commodities by those from whom the tax is taken, 
and to that extent their power of creating a demand for 
labour is contracted. In deciding upon aii) extension 
of the functions of government it is necessary to balance 
the advantages of increased efficiency to be gained 
thereby against the effect of increased taxation upon 
the community. 

It will be .seen tliat by far the largest portion of 
public expenditure is occa.sioned by the necessity for 
national defence, and by those lawless propensities 
which entail an elaborate system for securing civil 
and criminal justice. Public outlay for these purposes 
is generally admitted to be unavoidable. 

The maintenance of justice is an obvious duty of 
government ; it is included under Adam Smith’s second 
, class of public duties, its object being security of life 
^'^and {ihoperty al home. It involves a costly legal 
fhachineiy to secure the rights of individuals, including 
y expenditure on law courts, police, prisons, etc Such 
it^^^lien^iture grows as the community expands Its 
deeming the duty of advancing humanitarian 
Only a small portion of this outlay is recovered 
Renders 'kgainst the law: practically the whole 
criminal Illation and most of the cost 
machineiy fall upon the corpmunitgr^ 
n 
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Certain legal sei*vices are paid for in fees by those who 
benefit thereby, as in the case of paftnts ; also deeds 
and documents of vanou** kinds arc rendered legal by 
the stamp duty or by llic fees for public v*gistration, 
but these aiTuct only a very small section of Ibgj<! 
exp' iiditure. 

Security of projxjrty is cshOiilial to prosperity; its 
absence is most adverse to wcnlth-iirocfflrtlon, and 
thus taxation inclined hi maintaining justice mus't .be 
regarded a price paid by a rommunity to enable it 
to i)ur‘iue its avocations with safidy, and as a means 
of calling into existciKc a larger body of w'ealth than 
would be created in its alisence. Similarly the 
cxiicndilure upon pcr-.u»s with criminal propensities is 
inevitable; we mu^t either Miffcr from their predatory 
tendcncic*!, or pay the cost of secluding them, anrl of 
aiming by iiKlhods of disrijiline at their reformation 
and tlie diminution of their class. 

The relief of the poor !»as been recognised as a State 
duly from the period of tlic decline of the monastic 
system; its provision w?is found ineffective unless 
under organised public contiol, and it was made legal 
by the Poor I.aw Act of i6oi. Experience has proved 
that some mctliods of relieving poverty only increase 
the evil ; and while the principle has been adopted that 
the indigent, helpless, orpliancd, and insane cannot be 
allowed to perish from want, the problem of their 
support is one which can be solved only by some form 
of public provision. The neglect of this duty wpuld be 
both a public scandal and a social danger, hence it 
becomes necessary for the State to diVise methods of 
a general character to provide some kind of public 
reUer;.,the exercise of private charity is not thereby 
14 
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superseded, and there is scope for wise co-ordination 
that both systciil^ of aid may work in harmony, so as 
to secure the maximum of good to the community. 
To provide relief for the ntidy without cncoura^’ing 
idleness, to help without [)Liupuisitig and witliout 
unduly buideiiing the iji.iiistrioiis. are aims as yet 
imperfectly realist d by Star activity in this direction. 
'y^This recognised public duty however, a source of 
heavy taxation. It is can ad ‘out by thi joint action 
of central and local administialion ; the central govern- 
ipcnt initiates, retiulate*;, and ;j".pects ; liie several 
localities levy the rates and adniuii^'tcr the system; 
the object is to secuic efficiency and also elasticity of 
method by adaptation to local conditions. 

Education, hirinerly left to the voluntary action of 
the benevolent and religious instincts, has during thc«, 
nineteenth century come to be regarded as a national 
duty. Great Jlritain expended upon Public education, 
in 19M, from imperial revenue, and from 

local taxation The ruillav is justified 

morall)' by its delerroiil action uprai vi(C and crime, 
economically by enhancing the produrtive power of 
the nation, which depends upon »ts kiunvledgc, skill, 
and capacity. To secure this cfliriency, compulsory 
attendance at school is necessary up to some point; 
compulsion entailed public aid, and this led to fred 
primar}' education. The economic argument for public 
expenditure upon secondary and technical education, 
researd' work, museums, art galleries, libraries, etc., 
rests on the same principle of public utility ; its tendency 
Is to y}pld results profitable to the nation far beyond 
the cost, if only wisely (greeted. Such outlay is 
regarded as capital sunk for the future pro|;i^ of 
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< the nation, and must be classed as a productive invest- 
ment Private munificence in ♦he form of endojv- 
ments is beneficial, but it is very inadequate in amount 
Education is a matter of public concern ; both the 
amount which should be expended upon it by the 
nation, and tlic best methods of expenditure are still 
matters of controversy : in any case judicious expenditure 
on education is profitable to the public, but it makes 
a heavy demand upon both the imiierial revenue and 
the local rates. A further argument for public educa- 
tional expenditure is based on moral grounds, and is 
analogous to that which is a main supjxirt of jioor-law 
relief, viz., that it is unjust that those whom the accident 
of birth has placed in less advantageous condllions 
should suffer from the want of that equipmartjJjWhich 
can give them reasonable opportunities of haziness; 
in other woids, it is contended that there should be 
approximate equality of opportunity. 

Other forms of public exj)cnditure included in 
the optional group fall under Adam Smith’s third 
category of works of public advantage,— lighthouses, 
harbours, roads, bridges, and in some cases railways, 
telegraphs, and the various means of transport and 
cqramunication vital to economic well-being. These 
are classed as optional measures, because it » un- 
certain whether they would be adequately supplied by 
voluntary effort, or to what e.xtent public expenditure is 
necessary, and what form it should take. Wliere capital 
and energy are abundant, railways and other means of 
transport may be best supplied by private enteiprise, 
the State controlling its direction, and i-etaining ^super- 
vision over its methods in tjie interests of public safety, 
In otber cases, where the economic resources of the 
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country are undeveloped, the State creates a gfeat 
utility by provilling 'the means of communication 
end transit. India, the lirilish Colonies, and other 
countries have demonstrated the remunerative character 
oT tflis kind of public ex|)enditure. There is, however, 
always a clanger of extravagance and misdirected 
expenditure in these und- ■» takings ; localities which 
will derive benefit thereby are apt to take exaggerated 
views of the public advantage to be gained, and to press 
their claims for the outlay with little moderation when 
the risks of loss arc assumed by the pnblie cx' hequer. 

Many other services are performed by the State for 
purposes of general utility and convenience. Registra- 
tion of births, deaths, marriages, contracts, wills, etc., 
the collection of statistics of population, trade, industry, 
health, etc., the control of the coinage and currency,, 
the fixing of standards of w'eights and measurement, 
are examples of services, some of which would cither 
not be performed at all, or would be carried out with 
less efficiency if left to individual action. As will be 
seen later, direct aids to specific industries by protective 
tariffs, bounties, and subsidies, which have been, and 
are still Avidely regarded as within the sphere of State 
activity, arc to be condemned, since their effect is tp 
yield profit only to a favoured few at much expense 
and loss to the cuinmunily, while restiicting tliat healthy 
competition which makes for progress and cfilciency. 

The field for public action is thus seen to be extensive 
and capable of indefinite expansion. Its limits are 
entirely determined by expediency ; no absolute criterion 
can be.laid do^n, except that evidence and argument 
shall in each case demonstrate advantage to the public 
interest, aijd that the common gain is worth the* cost; 
and if it be decided that a new public departure is 

17 B 
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desirable, an experiment should first be made on a 
small scale whenever that is possible.- Certain guiding 
general principles can be stated : — public action 
should not tend in any dL'gree to stifle private enter- 
prise whenever this would be cffeclive ; the State should 
not enter upon undcTtairings of a speculative nature; 
in cases Involving large outlay aclc^jiiate proof of the 
need and benefit of such cxpemlilurc should be forth- 
coming; the project should not benefit one class at 
the expense of otheis, but the economic .ulvanlage to 
society as a whole should be distinctly proved ; and all 
State undertakings should be of such a kind as to be 
open to public observation and ciiticism, both in their 
financial efrccls and in their oixjrations. 

In Great Jlritain the National Expenditure comes up 
for review by I'arliamcnt annually in “The Budget," or 
national balance sheet This is the statement submitted 
by the Chancellor of the Exchequer as Finance Minister, 
and as the mouthpiece of the Cabinet, which is collec- 
tively responsible for the Budget. He first renders an 
account of iJie past year’s income and expenditure, and 
then submits an estimate of the proposed expenditure 
for the coming year, and also the measures proposed for 
“the supply” of revenue. The ex|)enditure falls under 
two heads: (i) Consolidated Fund Charges^ which are 
the more permanent charges authorised by Parliament 
to be paid without annual renewal of Parliamentary 
authority. These charges consist of interest, annuities, 
and the sinking fund of the public debt, the Civil list, 
expenses of Courts of Justice, etc., and special pensions, 
(2) Supply Charges. These are voted annualjy, and 
consist of the expense of the Civil Services and collec- 
tion of revenue, and the cost of defence (army and. 
navy, eVc.) and education. For the preparation of the 

t8 
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Budget the Treasury receives detailed estimates fr6m 
the •various goveriiment dcpaitinciits. Mucli skill and 
experience arc required to forecast the rex'ciiue of the 
coming yeai ; the estimates must not be over-sanguine, 
nSr must the p'»s:.iblc ex[ieiuliture be under-rated. As 
a rule, grc.it accinacy is atuiiiictl owing to the cumula- 
tive experience of the pmi'.ment financial officials. 

It is a nal'itary priiKiple of the British Constitution 
that all proposals for e.vpeiidilurc must come from 
the Mini-^li'}'. 'J'he House of Lords docs not deal with 
financial questions; after criticism by the House of 
Commons in (.'oinmittec the cxpcndituie and proposed 
taxation arc deU'rinincd by votes of the House. Since 
the lower IJoUfic only can mtioducc money-bills the 
|x*ople are suiJ to vole their oi\n taxes. The sums 
voted are ajipMpriated to definite expenditure, as set , 
forth in the estimates, and cannot be ajifilied to other 
purposes An elaborate ^y.stcm of adniini.strative control 
precludes any risk of misappropiiation. The revenues 
as they are collected arc deposited at the Bank of 
England, which is the banker to the State. Payments 
are made by the Ji.uik only in accordance with an Act 
of Parliament, and by orders from the Comptroller- 
: Genera] and tlic Treasury. All accounts arc audited by 
a speciJI government department, called the Exchequer 
and Audit Dtqiarlment, and finally a report is made’ 
to the Parliamentary Committee of Public Accounts. 
Thus the authority for expenditure and taxation 
emana^ from Parliament, and the detailed state- 
ment of the accounts of the nation is rendered to 
Parliament aftc? the close of the financial year. A 
system similar in principle,* though differing greatly 
in detail, qbtains in other countries. 

The following Tables, taken from the Finance 
*9 
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CHAP TER n 

SOUKCES or IMPEUIAL REVENUE* AND THEORIES 01 
TAXATION 

In primitive times the revenue of the sovereign was 
derived almost entirely from land, which was then the 
chief source of wealth. From the Norman Conquest 
to the middle of the sixteenth century the royal 
demesne, customs duties, and various direct taxes^ 
—aids, benevolences, poll-taxes, etc., were the chief 
sources of revenue. But the hereditary estate of the 
Crown was much wasted by extravagance and gifts 
of the rulers, especially under Henry VIII. and his 
son ; and at a later period with the growth of popular 
rule, what remained passed under the administration 
of the State. In Great Britain State property has 
long ceased to provide any significant proportiqn 
of public revenue. But land and natural resources 
are still an important source of revenue in som'e 
countries; e^., Austria and Russia possess extensive 
public lands. In England, the United States, and the 
British Colonies most land has passed into private 
ownership, and only as a taxable form of wealth 
does if. supply revenue. The alienation of public 
land was advocated by Aciam Smith and J. S. Mill 
on economic grounds; they held that the, public 
ai *R 2 
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administration of land was costly, and that private 
ownership led to more rapid development thro'ijjh 
the motive of personal interest, and they maintained 
that the prosperity thus created would yic’d a larger 
source of public revenue than St.ite ownership.' It 
may be noted that this doctrine is illustiated in the 
practice of the S"lf-;;orcmin'; colonies, and that Canada 
in particular has attracted emigrants and gained develop- 
ment by the offer of free grants of land to seltlers. 

In India three- eiglilhs of the net revenue is derived 
from the land. But the circumstances of India are 
peculiar, inasmuch as the smeicign antliority from 
time immemorial has claimed a share in the produce 
of the sf)il. The Government owns and administers 
the land, letting it at a moderate rent, which is 
popularly, but loosely, denominated a land-tax. 

In some countries forests, mines, and other natural 
products yield a revenue to the Slate; some of these 
resources tend, however, to become exhausted iti time, 
and are eiicroHchtd uj)on with the growth of popula- 
tion. Gcjiiiany .^tlll obtains a large revenue from 
forests, as also docs Briti.sh India; and the island of 
Formosa gives Japan a revenue derived from the govern- 
ment monopoly of a natural product, the camphor tree. 
In many countries the goveinmcnt controls 'certain 
industries for the purpo'.es of revenua The vety con- 
siderable tobacco industry in France is an example 
of a State moiio[»ol>' maintained for revenue. The 
system, though it produces a revenue to the State, 
cannot be considered economic; it is generally held 
that the State manufactured article is 'inferior to that 
which is produced under free enterprise, and the 
indusLy is open to all the defects that were mentioned 
22 
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;is ind(!i:iit:il lo j'.ovcrnmfjiit jMoilurtinii. In Indiftthe ^ 
Itriiisli (Imcinirtcnl JnriiK'ily pf>‘;sc.ssril a hdUicwliaL 
cxcc[)tiiiii.il miiiMiu)!}' (>l the opium liar If, from which 
it rri.fd •! IaK;f u-VTiuie. On moral i;i()iiiicls the 
Wa(^‘ \\a'. flisr in lo'.'/ anri ce.iserl alloj^r'llicr 

111 1915. 'I'lic Tim.-^iaii ‘ itu- Miiufiil rjwns and um- 
iliiils ns railw./, - al .1 1 .ofit, thrniijli llic motive in 
this ca‘'‘ IS not pURly finanrial. In (irciit lliilain 
th: onlv Stale nnni' p-dy yafrliii^j imrmie is llie J’ost 
(Offi.e, i'lr iiidiTi;; tele ‘rajiiis uiid t* kplioncs, fioiii which 
a lift reel line o< alioiit {,*.>,0 10,000 is obtaim 

rile j;!'..-, national levtiiue of the Unilerl Kingdom 
(e.\cltidin'^ that ia.-.ed for local pnrjioses) aiiiuiinled 
fur the yiar ipiJ-14 to 

S3 pel eeut. was laiserl hy laxalioii ; on 

eoinirioclitiV^, /jt 7 ,orM),oi.K.» fiom income and jiroperty 
tax, fioni realised wealth pas^inf al 

death, fioni duties on Iraiisav'tions, and 

000,000 from taxes on occupied houses and busincsi 
jiremises. 

The Biitiih fiscal system is llie outcome of a long 
evolutionary prrjcess, diirinjj which laxati'm has become 
almost the only source of revenue: many earlier methods 
of raising rcicnuc have become unremuneiativc, and 
some ^lave lapsed because unsuitable to the political ■ 
ideas and aims of a sclf-goAcniiiig pc» >ple. The control 
and admini-lmlion of public finance are now among 
the most important functions of the House of Coinmniis, 
Taxation no longer takes the form of a customary sendee 
or an arbitrarj' exaction by a superior authority, but 
is determined "by popular will and sentiment, and it 
professes to conform to certain principles of justice 
and productiveness. It is compulsory in that it •exacts 
*3 
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contributions from private income for public purposes. 
The legislature lUtcrmines its- natuVe and amount, 
provide.s the machinery for its collcLlion, ami enfoircs 
the payment. The system has been evolved gradually 
under the infliienre of and cfonc'iiiic idea’s. 

The aim is to secure that all citizens coiunhute in pro- 
portiiin to their mean-., \vith no undue juessure. From 
the nature of the circiinistances many iiicijualitics must 
arise; neither absolute 'equity nor [Xirfect economic 
working can lx* assured, and the problem of the best 
sy.stcrn will lernain an abstract question so long as 
societies and conditions arc liable to change. 

Sclf-t:ixatif»Ti by volunUry subscription has been put 
forth as the ukal syst< in. Utopian as iJjis notion is, 
something of the kind fotincily existed in several small 
city states; Hamburg, Zurich, and llasle at one peiiod 
derived most of theii revenue fiom the voluntar>' self- 
as.sc.ssment of their citizens. Its success rested on a 
species of republican [lattiotism, iniich to be admired, 
which found scojic, however, in a very limited area, and 
was of a civic rather than a national character. It is to 
be feared that this .system, still occasionally advocated, 
would form a very doubtful source of Slate revenue, and 
would yield a very unreliable budget in the circum- 
stances of any modern State. *■ 

’ A theory of taxation, at one time prevalent, held that 
taxes w'ere the equivalent given by citizens for the 
benefits they derived individually from the State. This 
doctrine, sometimes spoken of as the “ Social Dividend” 
or “ Quid pro quo ” theory, docs not offer a satisfactory 
basis for imperial taxation. The idea pfubably arose in 
those early times >\hen personal service was exacted 
from every tenant b) his over-lord. With commutation 
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of service, the notion U'canic associated witli money- 
pa3;nu*nts. In cmnrsf^.of time the so\«Tei|;n came to 
be ie;^;ai(led .is the source of aulluuity and ii}>ht, and 
to be entitjed to ta\o.- for the pioledion .md security 
conferred under his inle; piivile^es am! mnn/polics, 
derived fium llio ^aAte sou ce.coiiliimi d the inij'ie^d"n ; 
and down to e.iinpAiati..-]’- rcLeiit tiuiei, the piiynient 
of ttixe.s was i»it*-f|*reted as a p.ivment, iiioie oi less just, 
for personal ad\atit i/,es d by the }'.oveniin':nt. 

In his “Ksfiiil des Lois*' ]\Iofilesqni(ii i'vs down 
the doctiinc that “tlic revenues of the S'.ii consist 
of the poitions winch each citi/m p.ives ol his fuiturie, 
in Older to enjoy secuicly tin lest." 'I'his view 
appaicntly <nves expicssion to the quid pro quo 
Ihcoiy ol t '\ntjon. The doctrine, howe\ei, seems to 
ijrnore the imsst import.int and rc.iDy lumlatncntal 
advantajjes which follow ujion the evoluliun of a society, 
viz., the unity and soluiailty of its co o])erative 
organisation ; and it omtIooIs tlic fact tliat tlie 
services of the State are wholly incapable of exact 
measurement and apportionment to individuals. If 
the Stale merely offcrcil to e.nh itidiviilual sicurily 
of life and property in cxclia.-v^c for Uxi;s the w'eak 
as requiring greater pnrlection should pay more than 
the sti»ong, and those most able to pay might conti ibide 
least Obviously this view will not bear criticism; 
contribution to public expenditure is not a purchase 
or exchange, but a response to a national demand on 
account of a common goc>:l; its raison dHte is that 
it conlers collective advantages which cannot be stated 
in quantitative* terms, and which are n» t meted out 
to individuals; the Irenefit ^arising from the solidarity 
of society is incalculable, the expenditure is general, 
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and the tcvciiuc is a joint nca>-sity which nmst be 
sub^cnhcd to by individual citi/f.-ns, ni-it for their share 
as sucli, liut for Li»Ilecti\e licnelits di-rivcd from their 
common exi'-t(ii,.e a a M.di’ Only a vci/,sm:ill part 
of public revenu" 'U"l t\lt‘';raph ihi'ip;c'>,'and 

some fees in the I ouir, of hi.iire, cfc. -i:. an njii\ ileiit 
for s]){’<.ial .-ervi. -s. l‘ublii p'diits and comiunii hciutfiis 
arc the trro'jnii- of l.iX'itKu; \\huif> it r-llows that 
no shoiiUi 1 m‘ extmjued fpiin t»\. :io-i; all ileiivc 
;.onie i'i(l\aula.;e-; from llicoiinmonueahn, and all ■'hould 
share in both the ami k spopsibilitie'^ of citizen 

shi}>, atcordin" to tht jr capavily. 

Adam Smith and Ricardo discu'sv.’d the hitldenrc 
of ta\cs as f..]!in;^ upon way.es, profits, and fi jji, .Siinc 
these constitute the national ami ate lliv 

only elcnifni.s in iiiconie, a tax on income must fall 
'upon one or tether of them; but the enrjiiiry, thou^jh 
valuab'e for dl.do'.iii” the elTerts ol special taxatirm 
on these frums of iiicome, dots not afhnd a valuable 
classification of taxes. Many incomes, moreover, arc 
composed [laitly of wajre*? and partly of profits or 
lent; indeed, cconcanic analvM.s rhi;w.s that in most 
incomes from skill, tlie tlircc are inseparably inter- 
niliijjh'd ; rent ot ability and iutciesl on capital, sunk 
elilier in the individual or in his inslrnmcnK^ arc 
included in the rcwaid of '.killed labour. In the 
exiKmililiiie ujwn t.»xed tea, tobacco, or wine of a 
professional man, it w.iuld l)c imfr-issible to say 
whellicr the duty fell upon way.is, profits, or rent; it 
is sufTicienl that it is paid out of his total income. 

Taxation is sometimes repicscnted as**" a iroodjn vest- 
ment, and one that returns^ interest to the community.” 
This statement cannot be accepted simply as a general 
76 
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truth;* it requires careful interpretation, otherwise it 
might constitute ^ daMgerims encouragement to extra* 
vagance, and leati to a ruinous degree of taxation. The 
roniiitii'u of h'gypl under Ismail I’asha, and that of 
Great liptuin in the early part of the nineteenth ccntiirj', 
notwilhslariding the counteracting influences of the 
new industrial ui'velopmer**, aflTi^rd slartling evidence 
of tlie disastrous effects of excessive taxation,'' All 
taxes arc deductions from tlie spending power of 
individuali, and therefore from tlu-ir demand for 
products of industry^; they thus diminish voluntaiy 
conMimption and jirodurtion. Since taxation docs 
not create wealth hut imly diverts it into the haiids 
of gcivernincnt, it cannot be justified exn*])l by its 
expediency, uc^l it is only a good invcstni<*nt when 
its objects are clearly beneficial to 1)ie community, 
and when the taxes arc lais d by mcllnals which are 
just and economic, Ilurd«‘nsoine ami unjust taxation 
reduces the productive capacity of a nation, and can 
only tend to its exhaustirm, A nation d«>cs not 
become prosperous in projiortion to the amount of 
its taxation, but it i.s able to Usir heavy taxation 
with less suffering when it is prosperous and wealthy. 
The drain of the South African War U[ion llritisji 
finaneft is an example of this fact; and the com- 
parative ease with which this burden has been biirnc 
is strong testimony to the previous prosiierity of the 
country. 

It has been urged that an increase of taxation may 

* Jevons, “The Match Tax.” We may st-art with the concession 
that eveiy tax is bud, but as we must have revenue, tlie ijuestion 

really takes the form \^hether one tax is bad compared with otiicrs 
existing or yruposed 
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Inad to L lari'cr production of wealth by stimulat- 
ing industry and calling forth additibnal effort; thus 
increased thrift and toil, it is ai^ued, will create a new 
store of wealth which will compensate the- tax-payers 
for the amount extracted by taxation. This contention 
has a very partial application, and, indeed, i.s somewhat 
sophistical ; it is nu»re probable that the tendency would 
be to crush cnterpiisc, to paralyse effort, and to reduce 
consumption. Hopefuh'<s.s and the pro^.pcct of the 
as.sured enjoyment of the fruits f»f industr}' form a 
stronger stimulus to effort than augmented taxation, 
and it is only in so far as it extends these favourable 
conditions that taxation can be an incentive to inrlustry. 

The leading maxim of taxation in Great Britain 
during the hist 7o years has been that “ taxes should 
be imposed for revenue only.” Taxation, however, is 
often advocated as an instrument for other purposes, 
and especially for tl»e pnrtectiun and fostering of 
native industries. Here the avowed object i.s the im- 
position of duties upon imports, not for the purpose of 
realising a rex’enue from the admission of the foreign 
articles, but with the aim of excluding them from the 
country and thereby giving a preference to home 
products, which are at some economic disadvantage 
— greater cost of production or inferior quality — in 
comparison with the foreign article. The economic 
results of this system, which is widely prevalent in 
foreign countries, are that the industries protected by 
the tariff are maintained only by the exclusion of 
foreign competition, and the loss involved in the 
higher cost of production falls upon c6nsumers in the 
form of higher prices; there is also a corresponding 
diminution in the production of other goods, articles 
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of export, which in tlio .ih‘,cnce of ,*■ tariff would have 
bcori prorhiccd ift a ixcruis of puri'iiasin«j from abroad 
the goods excluded under th»- tariff. One trade is 
cuconraged, in fact, at the expense of otlicn:; there 
ft a diversion of industry ivsiihiii** in eronoinic loss. 
The taxation takr.s the f ain of more e.'rpiMisive coin- 
modiiie'., and yield-, ’lu!'* n.jthiiig tf> the Slate. It 
is a tout! .^dn ti' 'll in ti‘tn;s to niv lli.it a tax can be 
both piotertive anrl rcivnue-Jield n'f ; in s.) far as it 
does tile oijc it e.ihid»-.s the other. 

This system id tavalion was pi-ifi-’aHe abolislied 
in fiiedt Ii’.i'aMi ,tfiei the Iv peal (»I ilie Torn Laws 
in tlioagii it \,va.i not entirely ilImin.ilcMl from 
the Jhitisli -./.stem until 1X60 Slt-.p^ aiieinpts have 
iTccntly ])(\(' made to re e'.tahlisli prnlertive taxation 
on varlom. grounds, lu.t, however, wholly consistent 
with one another. Tor esunple, it is pmiiosed (l) to* 
give a pr«fi.r(nrc t* lolonial prodiKts by imposing 
heavy duties on ri>aigii produce, with the object of 
diverting our foicign tiade to the Colonies, and ulti- 
mately .s'^curing a st If .-i.flicing Hrilish ICmjiirc. It is 
also prop«i-ed ( 2 ) to exclude fmeign pinducts by 
means of a tariff in older to eiiuni’rigL home industries. 
And, ar;ain, it i.s pA.po'.cd to [date retaliatory duties 
upon •iiniiorts from other countries in order to comilcl ' 
tho.se nations to i educe llieij tari.Ts on British goods, 
and thus inerea o Jhitish trade with those countries. 
These argunu nts may sewrallj' appeal to different 
classes, but it is logically imfx>ssil>lc for all three 
objects to be attained by any sy.stem of tariffs, while 
it is equally ccTlain that the re-imjiosition of protective 
duties would be the cause, of great economic loss to 
Great Britain. 
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Governments have often attempted by means of 
** Sumptuary Laws" to regulate consumption, and to 
place a check upon extravagance and luxurious ex- 
penditure, whicli were thought to threaten the physical 
stamina of the nation or to weaken its moral iibib. 
Taxation of luxuries has also been advocated with a 
like moral aim. The drink diitic-i receive much support 
on this ground, and many total abstainers would like 
to see these duties incrcaised to sue h a dq;rce as entirely 
to repress the diink traffic ; tliey argue that the increase 
in wealth which would follow ujion total abstinence, 
together with the i eduction in the cost of the crime 
and pauperism which are the consequences of dripje, 
would more than compensate for the loss of revenue at 
present obtained from the taxc.s upon drink. Social 
and moral purjwses undoubtedly fill a large space 
among the cau.ses of expenditure which determine 
taxation ; both education and poor rates, and the outlay 
on prisons and reformatories exemplify this fad. But 
the employment of taxation as a deliberate instrument 
for the rcpre.ssion of a kind of consumption liable to 
abuse would introduce a principle capable of wide 
application, and one which would clash with the 
primary and essential object of taxation ; at the same 
time, in the selection of commodities for taxatibn the 
secondary purpose may well be kept in view; 
luxuries like beer and tobacco form fitter subjects for 
taxation than bread, which is a necessary of life. 

Again, socialists seek to employ taxation as an 
instrument for modifying the existing social S3^tem» 
especially with the view of securing' a more equal 
distribution of wealth, and they would impose heavy, 
duties' upon the wealthier classes so as to appropriate 
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the greater part of their wealth. The economic efiect 
of vich taxation* would be, however, to destroy the 
incentives to industiy and saving, and the growth of 
capita] would The advocates of such measures 

forged that wealth Is constantly being consumed and 
re-created, and that to impair the motives for its 
reproduction must check j^uduction and entail wide- 
spread poverty. 

Accepting, then, the doctrine "that the object of taxa- 
tion is revenue only, we require sonic principles which 
should goviTn the method or imjwsition of* taxation. 
The primary principle is that of equity, or political 
justice, which is embodied in Adam Smith’s first rule 
that “ every' one should p.iy in proportion to his ability.” 
A difficulty at once arises in the interpretation of the 
phrase “ability to pay,” or of those terms, “power,” 
“ faculty,” “ equality of sacrifice,” which have been used 
as its equivalents. When sacrifice meant military 
service or personal labour, this “equality,” or contribu- 
tion according to ability was more nearly attainable, 
for each then gave of his time, strength, and skill 
' Military conscription in modem times makes a some- 
what similar demand--cach citizen soldier gives service; 
but, apart from economic objections to conscrip; 
tion, ^ State demands cannot be met by military 
service ; the needs of modern civilisation require* 
revenue. The difficulty of imposing equal sacrifice 
is increased'- under the very complex organisation of 
' modem industrial and commercial communities, since 
nlues and charges must be expressed in a common 
standard ; “ abilify to pay ’ has therefore to be translated 
Into terms of money, and taxation must be devised so 
to fall on individuals according to their peqiihiary 

r ! «« • 
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capacity. As will be seen later, equity, or social justice, 
can only be approximately secured, and it cani be 
attained most nearly by a composite system of taxa- 
tion which touches various interests directly of in- 
directly. 

The explanation of modem systems of taxation 
must take acrount of their historic evolution ; many 
parts of tlie IJritish system can only be understood 
when tliey are seen t(> be the modem equivalents of 
earlier modes of taxation, which have been transformed 
by the altered conditions. At the same time, under the 
influence of guidini^ principles, new forms of taxation 
have taken a place as factors in an agt^regate which 
on the whole approximates fairly to a realisation of 
the maxim of political justice. The recognition that 
modem taxation is the outcome of a gradual evolution, 
and that the existing systems in dilTercnt countries 
are survivals of much older systems, modified by new 
circumstances, by economic knowledge, and by political 
ideas, serves to explain the diversity of systems in those 
countries. 

The nature of the taxation adopted by a country 
affects it both economically and socially; and con- 
versely the prevailing conditions and ideas^economic, 
social, and political— must largely determine the forms 
of taxation which a country will adopt 

Note.—k heavy dutv imposed on spirits for revenue in igog^ 
reduced consumption and yield; it was then defended on the 
grounds that it tended to promote temperance. 

From Taxation funds were provided to find work i for die 
unemployed, llie economic effect is a diversion of capital from 
pr’vate to public hands ; employment by thirformer is probably 
thereby reduced to enable the latter to give employment in a 
manner much less efficient The defence is in the urgency and 
necessity of the problem. A more economic solution may be 
found i^h tlie revision of the Poor Law, 

3 * 
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PRINCIPLES OF TAXAJION 

A WELL-ORDERED system of taxation sho.ild satisfy 
certain fundamental tests— the principles of justice, 
productiveness, economy, and simplicity. It should 
distribute the burden fairly, each tax should yield 
revenue withocil waste or needless cost, and the system 
should be .such that the contributors should know 
approximately what they are payinjj. Can this com- 
prehensive aim be better attained by a single tax or 
by a multiple (composite) system, consisting of an 
aggregate of taxes? A single tax is chiefly recom- 
mended by its simplicity. It has been advocated in 
the form of an income-tax, and also (by those who 
have regarded land as the sole source of wealth) a« 
a tax upon land. 

The*belief in the justice of a single tax upon land 
was very prevalent in France in the middle of the 
'^eighteenth centuiy. The Physiocrats, the economists 
of' the day, thought they had discovered in the impbt 
pmqwp method of taxation which had its warrant in 
-mnd economic principles. They assumed that agri- 
.tdlture in all dkses yielded a net produit or surpluSt 
/wiiicb did not accrue in any other form of industry* 
«L cprpllaty of their doctrine they held that ail 
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taxation should fall upon the rent of land. They did 
not ^rceive that a large part of a^Ticulhiral pr^uoe 
barely repays the cost of its production, and that the 
land from which it is obtained consequently yields 
no rent. Agricultural rent could not in modem con- 
ditions realise sufilicicnt to be m&dc the sole basis of 
taxation, and it could in no sense satisfy the canon of 
equity. Kcoiomic analysis ha.s shown that rent is 
an clement which ariees in both profits ^mi^ges. 
Further, very large incomes are <lcrived'Vffl&dgj| 
times from commerce and manufactures, which*^ 
single tax on land would leave free, while the ran^ 
of agricultuml land in many instances reprc.scnis little 
beyond the iutcicst on capital expended in rendering 
it productive and accessible. Rent, as explained by 
more recent ijivestigalion, is not the unique or simple 
agricultural phenomenon that the Physiocrats imagined, 
The single tax upon land, as advocated by Henry 
George and others, is not really a revenue system 
conforming to canons of taxation, but a scheme foi 
land nationalisation through the appropriation of rents ; 
it is therefore more properly discussed elsewhere in 
that connection. 


Neither could the income-tax form a practical bas}9, 
for raising sevenue by a “single tax." It would be found 
impossible to reduce the idea to a working scheme ; 1^ 
poorer cla.sses would not be able to meet the demand# 

I of such a direct tax at all, and to others the payibebi 
of the whole of their taxation in the form of a 
direct tax would be most difficult, perhaps even iflii* 
possible, while the attempt would lea^ to great 
ance, evasion, and probably resistance; atopii^ 
•imiiiidty of a single tax on incomes U veiy (bir 
■ 34 , ' " ' 
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ir TQftllty. Agiiin, a single income-tax, if ft couId.be 
adopted, would hhve no elasticity, and could not, like 
,< a group of taxes, be readily adapted to a change of, 
drcumstances ; the tax would also by its very nature 
be obnoxious from its oblrusiveness, and no gradua- 
tion or manipulatioil could render it equitable. In a 
complex and highly organised society, incomes are 
derived from many and various sources, and it is only 
by means of a composite system of taxation that 
different classes and various means of ability to pay 
can be reached, or that any approximatioii to equity 
can be secured. 

Equally unscientific and uneconomic is the maxim 
of Arthur Voung, advanced in opposition to the imp^t 
unique^ that '‘a good system of taxation is ono that 
bears lightly on an infinite number of points, heavily 
' on none.” There is a suggestion of a species of dissi- * 
pation of the tax or of unconsciou.sness of its burden 
in this theory which gives it acceptance ; it is, however, 
rery fallacious. Such a system must impose a variety 
of duties upon income, expenditure, property, means 
of communication and transfer, in fact, no kind of 
ecpnomic operation would be free ; the result would . 

’ ^ ,an elaborate and intricate system which would 
bumerous impediments on production and trad^ 'l 
'ifltnd cau.se waste, uncertainty, and great inequality:^ ^ 
;!rhe elaborate scheme of taxation in Great Britan 
prevailed from the beginning of the French war.' 

** Principles of Economics.” If we have very ftw iaxe^ \ 
]xessare is sure to be uncertain and irregular. If we have a ' 
/iteat number of stnall taxes, the interference with freedom, the . ’ 
of legislation and the cost of collection become great 
with the revenue raised.* Ibe desideratum is a Irmited v 
each of ediich will return a good round spiL ' , fj 
SS 
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until nearly the middle of the nineteenth century, 
illustrates the effects of presrure at many points. 
The burden oppressed all classes, and especially the 
poorest consumers. A lai^e part of the taxation was 
unproductive, while it was disastrous in its clfeots 
on production, .and ruinous in its exactions from every 
necessary of life. 

Sir Geor|,^e Comcwall Lewis formulated the maxim 
that “the aim of fin.ance is to raise the largest sum 
of money with the least trouble.” This m.axim enforces 
the two cardinal points in tax.ation — productiveness 
and economy— but fails to supply the means for their 
application to piacticc. If the “trouble” relates only 
to the government, it may work out unjustly to the 
tax-payer; if it be. consiilered with reference to the 
tax-payer, its economic effects upon the nation may be 
unsatisfactory. Guidance is required as to the method 
by which it shall be carried out. The maxim is too 
abstract, and not much more exact than the defitiition 
of the French Minister Colbert that “the art of taxation 
is the art of plucking the goose so as to get the largest 
po.ssible amount of feathers with the least possible 
squealing.” 

The terms direct and indirect apfilicd to taxes have 
reference to their ultimate incidence or burden, r 
' Direct taxation implies that a tax is not shifted or 
transferred, but is levied at once upon the individual 
who is intended to bear the burden ; the income-tax . 
affords the most obvious illustration of direct taxation. 
The death duties, the land-tax, and licences for carriages, 
d(^s, guns, and servants are other examples. Direct 
taxation is advocated as bringing effectively before the 
payers the burdensome character of taxation, thereby , 
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helping them to understand their interest as citizens 
in the economic "conduct of the State. Hut there are 
practical dilTirultics in the application of a system 
composed gf direct taxes onh’ ; also the advantage of 
making the payer painfully aware ol his burden is 
disputed by s-'me, ^hn hold that on the contrary it is 
desirable to make taxatinr. as little obvious as possible 
in order to avoid di:toiit«‘nt, re.dsi iuce, and evasion. 

hulmct taxes are duties on go<Hls, r.j taxes on services 
and acti(.ns, which aie shifted or passed on to others. 
Thus dulif ' on iinporterl or home-made > "unmodities 
ultimately iiu lease the cost of these articles to the 
con.sunicrs Indirect taxes have the advantage of being 
less obtrusive, the)* arc somewhat obscuied in the 
mode of co!'* ctloii, and so evoke le.ss opj)osition than 
direct taxes ; they are also paid in .small amounts, and 
arc therefore less onerous. Indirect taxation can also ' 
be arranged to touch all classes by a judicious .selection 
of commodities ; further, the scheme, while avoiding 
prime necessaries, can be framed so as to impose 
duties upon popular luxuries; such taxes become in 
a certain sense optional, .since any one may refrain from 
consuming a taxed luxury. The taxes on comforts 
and luxuries have also much elasticity, that is, they 
increase with general consumption in times of prosperity ; ‘ 
also a slight modificatitm in tlic rate can be made to 
meet an emergency when adflitional revenue is required. 
Any change in taxation produces some economic dis- 
location, but small alterations in the duties on spirits, 
beer, tea or tobacco, are more tolerable than new 
duties. 

Various objections are reused against indirect taxa- 
tion : (i) that it is not an easy matter for the govern- 
17 ta 
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mcnt to impose a new tax since the anticipated 
dislocation of trade alw’ays raiiies a ‘protest; (2} that 
tile collection <if taxes on coninKnlities is more 
expensive and d.'lfi* nil tli-in direct laxaliwi; (3)^tluit 
it may inllirt an inct.nv* riicnce upon trade if the t.ix 
is levied durlii.; any (‘f the prixlmti tii, while it 
also increase.^ the c»>jt to the omsnmer, since a lax 
paid in advance absorbs capttal on wliicli intcTest will 
be required. Mill as lurlher drawl idck*> to in- 
direct taxation, that the nocessih- for advancing lar;.ic 
sums as taxes tend-' l»» rc'-lrict the business to large 
capitals and thus favours monopoly ; and that it 
checks improvements in inelhod if the tax is levied 
on a process or at some partieulai stage in the manu- 
facture, since this mode of determinin'; the aim‘unl of 
duty requires production to be conducted on a uniform 
system. Thc^e objection.s can lie met in some degree 
(i) by restrictin;:^ indirect taxation to a limited number 
of articles; { 2 ) by meeting the varying demands for 
taxation by slight modifications of existing taxes, 
rather than by the imposition of new taxes; (3) by 
placing the dut> only upon the finished article. Thus 
the beer duty now replaces the older tax on malt 
and the system of bonding brings the payment of 
the tax as near as possible to the time of consuiliption, 
afnd prevents the necessity for advancing much capital 
in payment of taxes on imported articles. 

One of the greatest defects of indirect taxes is the 
difficulty of tracing their full incidence; there are 
unexpected effects, and interests are touched adversely 
which were not contemplated, while subsidiary in- 
du.stries sometimes suffer, an unintentional injustice. 
This ‘objection applies both to new taxqs and to 
38 
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any consulcraljlc miitlifications of old taxes. Bwiy , 
ney tax creates a disturbance, price and demand 
are a/Tccted; but after a suflicient [leriod of time 
has elapsyd, trade and indn^tiy adjust themselves 
to unavc»idablc conditions, the tax loses .son'C of its 
burdensorneuess, aifd pike*^ and ilcmand ate accommo- 
dated to the new cir. imist • tees. I'hus tht; continuance 
of an f‘ld-cstab]id)'*d tax whicli has obviou-. defei t^. may 
be a less evil than the imp jsrtioii of a new lax which 
would disturb cxistin;; i Uiions, even Ihouoh the 
pa)fK)Scd bax may conf.inu more cl«)sely <o eci)nomic 
theory' ; heii'e the m.i'Jm that “an old tax is no 
tax,” or that “an old tax is better than a new one.” 

T'j evciy tax-system olycetn.n, can be t.iised; the 
problem is to find the hnsi ubjectionablc ami ino.st 
ciTcctive .system. A well-balanced system, combining 
direct and ind'n ct taxation, comtvs neatest to realising 
thi.s end, and equity is im»rc attainable by this means; all 
classes may thus l)c made to contribme in the manner 
most coiivoiiient to them, and to do so more nearly in 
proportion to their ability; the pressure of taxation is 
distributed more evenly while it infliLls the minimum 
of disturbance on industry. 

Theie is a growing tendency to regard the income- 
tax as the chief instrument for securing cla*.! icily in 
the British system, nince an additional f»cnny on the 
income-tax is so easily impose«l, aruj will yield about 
£ 2 , $ 00 , 000 . But if it be a.'isuined that elasticity in 
taxation i.s to be obtained by »)ne t tx only, that lax 
should have a wide incidence, and shouM, moreover, 
not be undul/ burdensome in normal circum.stknccs. 
At one time the inLoine tax was re;;«rdcd as mainly 
« war-tax ; it is now, however, relied upon •as an 
' 39 
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integral and veiy productive element of ordinary 
revenue; but it falls only upon a’ section of .the 
community, and it is therefore not t*(jiii table that it 
should stand at a hi|;h late in ordinary i times, ^ and 
also be treated as a financial re.<‘rv’c in time of wai'. 

It is important in any system of finance that taxation 
should fall as nearly as possible nyion income only, and 
that eapital, which is a ^iOurce of fiituic wcaltli, should 
not be discouraged in its grmvth by fixation. It is a 
principle univers.dly accejitcd by ecoiioniisls that taxa- 
tion should tli<* iniiiimiiiu (>f nitiiference with 
industr}', cntei prise, and producthm. Tne Death duties 
arc a direct and graduated tax upon c.ipil-d ; their 
character and incidence are excejtliniial. Duties on 
Land Values, impose] in aie.i direct l.\x upon a 
^special class of capital. As yet, they have pioved 
cx})ensivc‘ m collection and unpiorluctivi in yield. 
Taxation of articles ol cwnsumpiioii appears to be a 
taxation of expenditure rallicr than income. This is so 
in the first place ; since, however, normal expenditure is 
the disbursement of normal income, the taxes come out 
of anninl income, except in those cases of extravagance 
where expenditure encroaches iijinn capital. Taxation 
on consumption is really a method of taxing some 
incomes or portions of income which it is undesirable 
of inconvenient to tax directly. Indirect taxation is 
only one wa> of getting at “ability to pay” out of 
income. 

Taxes have been classified on various principles; 
one natural arrungrincnt is upon wealth at its 
acquisition, wealth in po-.scssion, and wealth at con- 
sumption — /.c., ufx>n income, capital, and usa This 
niethoSd^of grouping taxes is useful in tracing the 
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economic effects of tSLxntion upon production, dis- • 
tribution, and cdfisumption respectively; it docs not, 
howevqr, constitute a scientific classification; indeed, 
any ,exhaufctive attempt at a chssification of taxes 
nfust yield a cross-div>sion, since t)'i. problem of 
taxation is a complex one, and involves many con- 
sidcratiuTis. 1'lie principle “t justice lias to be ‘■alisfied, 
the practical end of revenue must lie attained, and the 
ccunomie erTcits upon pr.»diiclibn aijd distribution must 
always l>e kept in view. No scheme ol taxation can 
offer a loijical clas-sifiralion or secuic al)'>oliue scientific 
precision in the applicati»>n of those several [irinciplcs. 
Taxation is a practical problem, and not an enquiry 
into an ideally best system. As lias been sliown, ever)> 
cxistiiif^ sybie.u of taxation is an InMoric jTowlh ; it is 
relative to the comhlioiis ol its evolutiiin, the circiim- ^ 
stances of tlit cuuntiy, its physical lostturcrs and ^ 
environment, the sta^e of iiKii-sinal development, the 
character of the pcoj^.c, and tlndr history and form of 
government. Tims a system suited to one country 
may be quite inapplicable to llie circumstances of 
another; modifications cannot be determined purely 
by the dictates of abstract theory ; what is economically 
and politically expedient must be considered, and tbe ^ 
history and .sentiments ol the pcojile arc factors in 
the decision, 'iiiis dux's not mean that principles 
differ, but that the cir. umstanccs of their aiiplicalion 
arc different. A yxmnjj colony with a scatlercd popu- 
lation may find impoit dutias the most convenient 
and economic inod«: of rai'^mg rtvenue; an income- 
tax at that early .stage of development would be 
difficult of assessment, and perhaps impo.ssible in 
application. As the colony develops, other ijgdthods 
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of laxalion become more appropriate, and with the 
higher organisatioii of the coremunhy new form? of 
wealth aiise which pro\idc fresh sources of revenue. 

7'he cxi-stence of a vast variety of economic, social, 
and racial coiiditions ainnir^^ the diirciviit componerrus 
of the Ihiu^h Enipiie ciiiii**))' precludes the possi- 
bility of an nnperial Zeliveuin or cimtoms-iiniori. The 
.systems of in tlu: m<«thef L(juntry, the self- 

govemin^f col'-nies, d' p-iid i> il\ and Cmwn colonies, 
though based on IIm -.jmc iiind.oiH iital princijilcs, 
must exhibit diflerenecs in detail; jiistuc, eri.noniy, 
and convenience have to be reah-H'd in diilcjvnt sets 
of circuni-stanccs. An inc<inie-t.is: and a ta?. on beei 
may satisfy the canons in Great Hril:dn, uh^le a duty 
on salt may better confoim to economic piiiicipics in 
the conditions of our Indian fcllow-siibjccts. 

Adam Smith's classical canon.^i Ivave come to be 
gencfully accept -d .is the rccogni.scci rulc.s foi guidance 
in taxation. 'Ihcy were the basis of the u ha ins of 
Pitt, Peel, and Gladstone, and aie still rcgardetl as 
offering the best working principles for constructing 
a sound schenic of taxatiim, uhilst thev can be 
supplemented by sundry (»ther minor maxims. These 
canons advance four regulative principles: — equality, 
certainty, convenienc:e, and cc(»noniy. ♦ 

* The canon of equality, which embodies the principle 
of justice, states that the subjects every State ought 
to contribute t< 'wards the support of the government 
as ne.nrly as possible in proportion to their respective 
abilities, />., in jiruporlioii to the revenue whicli they 
rcsi^ctively enjoy under the protectioh of the State.” 
This canon is funrla mental^, and it applies to the scheme 
of taxation as a whole ; the term " ought ” emphasises 
4 » 
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the i 4 ea of duty; the “supfinrt of the government 
indicates the potiliVal* object of taxation; “protection 
of the^ State” indicatcii the services rciideiod; while 
“abjlity tn pay" advances the notion of equitable 
shaiing of cost 

The other tliic’ canons ate ineidy e'.'i'oniic iiiles to 
be applied sqwratdy to i-ih tA'- in uidci to secure 
pro<Iii< livily ; thty have been called “adniiiiLstrative 
precept 1." .'ii.d me .ls foijous:* 

(rf) “Tl'e lav v\bich each liidivulual is hoimd to pay 
(Ui;;ii' 10 iic certain and rot mfiilsaiy. Ine time of 
payi.nni, the nvanner of pa)iiKMil, the (juanlily to 
be paid < ii lit all to be cl“.n and plain It' the con- 
tribiiior, ai.il to e\eiy olh^i ptT.Mm." 

(^) ‘‘Kveiy l.i'c ought to l>e kiicd at the time or 
in the iiianuet in whit h it is most likely to l>c convenient 
for the coiiliilji’lor to pay it.” 

(c) “ICvc/y tax ought to lx* so t'Milrivtd as both to 
take out and keep out of the pockets of the people as 
little as po-,siblc over and alxtve what it brings into tlic 
public treasury of the Slate.” 

In Great I'nitain the lliulget system is a guarantee of 
“certaiufy” owing to the publicity and possibility of 
discu.ssion in the House of Coniinons of every detiiil 
of taxation, and the .sanction wliich must be given by 
Parliament. Arbitrary tiixati.m is fatal to productiem, 
it bec<imc.s siniiily robbery by the go\eriiracnt or by its 
agents. Its cflecU were illustrated in tlie misery and 
poverty produced by the metliocls of taxation formerly 
employed in Egyiit. Similarly tlie'/fr/Z/c, a village land- 
tax in France fiefore the Revolution, was an arbitrary 
and variable impost on the 4)os.scs.sions of every culti- 
vator ; its^ extortionate and oppressive charader was 
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the. cause of great distress ; it occasioned evasion and 
misrepresentation, atid kept the miserable pca'^ants 
in a stale of constant irritation and disaffection. 

Convniicncc consists in securing that pviducet and 
con-sumer are disturbed as little as possible by the 
time and of demanding the tax. Many taxe.s, 

now ob'-oleto, offmded agaiiK-t this canon • the malt tax 
interfcic'l with the pri)‘’('‘‘se'. of production ; the hop-fax 
often coinpi 11" 1 gio\vci'-ti> scdl tlioir coip.. as .soon as 
gathered in older b* pay the duly, thu.s overstocking 
markets an<l fneing down piices to the advantage of 
the middlemen an<l lh.j injury i)f the pt ■dneers. 
In modern times bonding house.*- se.,me for tiadcrs a 
rainiimmi of iricurjveniciic(‘ from cu.stoms and excise 
duties, while payment of taxes on commodities at the 
time of puicha^e is mo.st conveuicMil for the con- 
sumer. Sinjilariy taxes on coiilracls paid at the time 
of exchange and on legacies at death .sati^fv the canon 
of convenience. Income-tax perhaps conforms'less 
than any oilier lax to this canon, and its ineonvenicnce 
wonld become a .serious objection to the tax if it 
were made univcnsal and adopted a.s a substitute for 
indirect taxation. 

The canon of economy points to [iroductiveness as the 
‘ fundamental fact in taxation ; the aim is rcveima, and 
in its acqui.silion tlie productive jiow'ers of the com- 
munity arc not to be reduced, taxation should be 
arranged so as not to diminish the efficiency of land, 
labour, or capital. Any .system that wastes the tax 
in collection by en^ploying a needlessly lai^e staff of 
officials, or by cau.sing unnecessary expenditure in 
production, loss of time or annoyance to the payers, 
that 4S restrictive in its methods, or that leads 
44 
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to smvggling and evasion^ oiTcnds against econoffly. 
Getierally speakifig, indirect taxes are less economic 
in Adam Smith’s sense than direct taxes. Protective 
taxe^ whic|} direct labour and capital into less pro* 
dictive channels, and raise only a small n venue on 
the imptuted articles in j)ro|)ortion to their cost to 
the community, infrinj^e this canon; their yield is 
small while their cost is relatively great, and the loss 
they occasion in other dircctiofis is Cinisulerable. 

The farming of taxes on commotlities, a system once 
common in Kiimpe, and still existent in Persia and 
some other backw.ird coiiniriib, is not f)roductive to 
the Slate, since the taxes yield much less revenue 
than the amounts exacted by the rapacious inter- 
mediaries. This method Wongs to an early stage 
of development. To the tax-payers the taxes are 
uncertain and often extortionate, they are also often 
collected without regarvl to convenience; the system 
impedes progress and checks enterprise by its economic 
defects, and thus causes additional loss to the payer. 

The Gabcllcy a tax levied upon salt in France for 
some three hundred years before the Revolution, is an 
example of a tax which offended all the canons of 
taxation. Salt was a government monopoly maintained 
for revenue ; all classes were required to purchase a 
minimum amount per hea<l, while the State price was 
arbitrary and variable, and the tax was often farmed 
out ty companies which made a profit by the sale ; 
smuggling was common, and numbers were unproduc- 
tively Engaged in the illicit trade, while many revenue 
officers were wa^tefully employed in its rcjiression ; on 
every ground the tax was uneconomic and mischievous,! 

. canons of Adam Smith lay down the first eondi- 

• . An exdM duty on salt lu Kngland in 1O4B. 1705 s Krpnru M Itouw of 
.^oqntnoiu ihowibat mlt duties in hnnl timfs r«<luced the iMtioiu) fub cupply. 
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tions for securing a productive, just, and efficient system 
of taxation ; an unjust system must Le uneconomic in 
the long-run since it discourages industry an(^ thrift, 
which are the sources of all wealth and therffore 
determine the possibilities of taxation ; while arbitrary, 
uncertain, inconvenient, and wasteful methods must 
also ultimately diinini-'h the effci tive yield of taxation. 

It is in strict conformity with the principle of 
justice that rcprcsenlatien and taxation should accom- 
pany one another as correlative rights and duties. 
The payment of taxes should entitle the tax-payer to 
a voice in the imposiiiun of taxation, and conversely 
the right to determine expenditure entails a corres- 
ponding duty of contributing to the revenue in 
proportion to abilit)*. There has always been a 
tendency for the classes in power to place the chief 
burden of taxation upon oth«.*r.s, and this inclination 
is not less evident now that tJie centre of political 
gravity has been transferred to the masses; it is 
exhibited in the tendency to increase direct taxation 
from which the majority are free, and to reduce 
indirect taxation which touches the multitude more.^ 

The Chancellor of the Exchc<]uer, Sii M. E. Hicks-Beach, in his 
Financial Statement in the House ci Commons, 1896^ reitaiked ; 
“The feet is thjit the dhect tax p'i>crs have borae the bulk of 
onr new burdens. This has been tlic continuous diiection of our 
financial policy for fifty years. In 1S41, the ycai btfoie Sir Robert ' 
Peel imposed the Income-tax, I find that of every that was 
raised by taxation 14s. 7]d. was paid by the consuming dassesi . 
and 5s, 4|d. was paid by the propertied classes ; but now W eyery 
raised by taxation los. 5d. is paid by the iconsuming dassei, ' 
and 9s. 7d. by the propertied classes. 

“ In 1841—2 with a tax rw/enue of $0,000,000 indirect tm)i> 

* tion paid 73 per cent direct 27 per cent* , , 

*• 46 ' ' ' ^ 
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AcUm Smith’s canon of equity has given rise to much 
controversy. H<? iiitei^rcts ability to pay in terms of 
income It is pointed out tliat this is an objective 
standard, yielding a materia), tnnglhlc thing, a tax, 
btit that the fiinda mental idea in ability is “sacrifice," 
which is re;illy a subjective stale, a ps)s.}ji(al condition, 
incapable of measuicineal by any coninmn external 
standard. Yet since bixation is the matter at issue, 
sacrifice must !« translated intf) terms of money-taxes. 
Mill thoii^lit tliat llic canon of jusiue would Ik* satisfied 
if taxation imposed “an ciju.ility of inconvuiience,” and 
“left tlic pa)’eis of ta\i > relatively in tlie same position 
as il found lli<'in.” AUentpts to realise this doctrine of 
cqutilily <»f S4iriifice liavc led to various qualifications and 
to proiiosib for fleeing nece^sar^cs, leaving a minimum 
income unta.x-cd, and for graduating taxes .so as to place 
the heaviei buirlen upon the richer classes. These 
measures all piescut great practical difficulties, and come 
Into conflict with the principle of productiveness ; in fact, 
the means for mca.suring “equalities of inconvenience" 

“ Id i86i, out of ;^64,ooo,ooo intfiiect paid 62 per cent, diiert 
38 ]ier cent.” 

** In 1891, out of ;^83,2O0iOoo indirect paid 56 per cent direct 
44 per cent." 

*In 1895, out of ^^92,482,000 indirect paid 52 per cent direct 
48 per cent” 

^^Tbere has been a gmdual transfer of burden from the indirect 
•0 the direct tax-payer. The result is that, wheieas in 1841 jfi, 73, 
’3^. per head of the population was produced by indirect taxation 
' and los. id. by direct tax.ition, now £it 4b. 9d. comes from 
. indirect ^taxation, and 2s. 6d. from direct taxation.” 

' in considering tllis statement, it must be remembered that the 
* lieat fiscal reforms of Feel and Gladstone, by which the principle 
' , **tixation for revenue only” was^tablisbe^ took place between 

<7 
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acctirately are not to be found, and only a very rough 
approximation can be made. ** 

Professor Edgeworth's phrase “ minimum of disytility ” 
has the advantage ovei “(‘quality of inconvenience "ilhat 
it appeals to the only pi.ictical test of value in the 
price that one will pnj foi the use (^f an article or for 
a service ; but there is still this (lifTicully, that while the 
final utility of an article to an individual is determined 
by himself in the price fie is willing to gi\'e, in the case 
of taxes imposed by authority the final utility (or 
disutilit)') has to be determined by ar. external power, 
the government. 

The interpretation of ability as “ faculty ” seems to get 
rid of the subjective attitude; the problem becomes an 
estimate of capacity for taxation, of whicli the criterion 
is held to be Income. This view, at all events, excludes 
the exemption of privileged classes, such as c>btained at 
one pericid, cspccirdly in France before the Revolution ; 
but equality is still difificiilt of attainment, for incomes 
are not independent of circumstances: all must pay, 
but in what degree? 

That taxation must not diminish the productive 
powers of society is a rule as fundamental as that of 
equity, but productiveness would sufler if income, 
whether from land, labour, or capital, be taken lis the 
sole criterion of capacity. 

Money-income, without any other consideration, can- 
not form a just measure of “ ability to | »ay.” I nequalities 
in the conditions which affect capacity to pay taxes are 
innumerable among persons with the same money- 
income. Bentham, Mill, and Ricardo argued on this 
account that a minimum or subsistence income should 
be exempt, as a man must live before he can pay... 
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taxes they tliercnirc held that net, and not gross, 
inco;«c should bo^thc measure of power to pay taxes, 
for it is not cronoinie that Uixaiion should encroach 
upoi^ phwlii* five power. I’-ut such a I'rniMiuni to be 
jiwt wouM need to be a xan.iblc quniiht) in order to 
meet difTeient t lo uni-.t. rvi j, foi tlie del'inilion of 
iK'f{ !r.'. ,1 !»». lelrili * to p I'ilion and dulie.c in 

life; theu'oic no fi\ d or iir-M .iic limit of c.'.xmjition 
can be other t’an .jbiti.ir\,* IiiU no iii'(uiie-bix, 
even afier t'u. r x : liplion '»| » ininiMuni. (an secure 
disliibnliv'.' ii'-fito. A 5 p-. 1 cent diit\ on a net 
income of js a far po .ili r snerinvc tli.iii a 5 per 
cent duty on a im ino na* of 'ITis dilTiculty 

has su{^i'L<ed a |io ,o>i«*e income tax, but any 
graduated 'T'llf must abo be arbitrary, and still the 
pidclieal (hUlLub.y remains of inkiprelinr eejuity to 
difTeieiii cirnmistanccs ; furtlu'r, it i.« objected that a 
heavy tax on lar;;;o intotaes wMuld !/• a line upon the 
more thrifty and nuhe.tiit'us, and a (heck ujion .saving 
and the acenmnUtion of capital, and llvieforc a sure 
means of dcfealing th*: cr.d taxation by reducing 
production. The l"npli-li ipconie tax has been graduated 
with a view to iniinmising these defects by giving 
exemption to a coiisulc'rable inuumum (pf 160)' and also 
by adopting a scheme of abatwnenls or concessions 
which converts it into a dogKxsMvc lax ; its be-t defence 
is, however, that it is only part of a sy.stem ; it touches 
only a fraction of the community, and the majority 
escape it altogettier. 'I’lie relatively greater degree of 
indirect taxation paid by those willj Llie lower incomes 
is supposed to f)fo'fi<lc compc:isation in the system. 

Other objections aie raised against adopting mconie 
as a test of ability — viz., that it takes no note of the 
» Reduced to ^130 lu 1918. 
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nature of the source of the income, whether from 
permanent investments or fiom temporary and uncertain 
earnings, out of whicli savin-js should be made, for old 
age and contingencies. A very parliJ re^ogniticjn of 
this cause of inequality is made by the exemption 
from income-tax of prrmlunit i.n insiinancc; but many 
other foims of saving arc equally worthy, yet the 
applicati"!! of exemption to all of thcM* .seems impiacli- 
cable Again, before ircouw cmi uilm -uu* cqu.dity of 
sacrifice, lliero should Ik? some consiu.*i.i‘.iun of the 
special circumst.uie';.'; f»f in Ii\idii;di>— the si/.o of family 
for equ.il mctuni'.s, and tl’.e v»'iy difftrent chiins upon 
individuals which atise fiom ‘•<o'ial position and ilutics, 
also the he.dth and probal)le longtli of working life of 
the earner of the ina>mc, and 4^*d)er ciicnmstances which 
may reiulcr ids iuc(nne moru or less pretarious. P'rom 
considerations of thes'c inoqnalitu? it i- conclusive that 
income alone, even with the exemption of a minimum, 
is no relia!)le ic.sl of capariiy to pay. Mathematical 
equality is \ciy far from att.iinable, and to .secure any 
approxim«''tion to objective (xiuity in a w'orking system, 
various m(Kle.s of taxation must be combined. 

Consumption has been sngge.sted as a better test of 
ability and as the sole basis of taxation ; but taxation 
'oft expenditure alone would lx: very inequitable, wnd it 
is scarcely [iracticablc in a complex civilisation; tiie 
machinery requisite for its colk-ctirm would be most 
elaborate and cxjicnsive, since duties would have to be 
placed upr>n very m?ny kinds of consumption. It 
would be nccc.s.sary also to define consumption, *and to 
determine whether wraith <‘X]»cndcd ih promoting an 
industry (which is ca^iital) .should be taxed, or whether 
persoBal expenditure only should pay ; the difficulty of 

so 
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discriminat ing in these cases would be immense. Evasion 
would be extensive wealth not utilised would escape 
taxation, consumption would be discouraged, and as a 
constquenctf production ^voiild diminish. Nerossaries, 
as* the most pic.s.slng foim of consumption, would be 
unfairly bunlcncd, and the tn.in whose entire earnings 
were cxpeiuli'd on mere subsistence n'ould pay on his 
whole incdinr, thus tiic burdmi of such taxation would 
l>e most .severe on the least able. I'hc tax system of 
Great Britain a r.-ntury ago was fairly representative 
of the working of this piiiiciplc. 

Again, it has been proposed to limit taxation to 
realhed wealth. But this woultl in tlloct impose a 
penally on saving, and would tend to reduce capital; 
the prudent would suiYei, the wasteful and extravagant 
would escape. Such a system would be futile and 
5clf-de.stnictivc, .since it would check production, and 
cut off revenue at its source; employment w'ould be 
diminished and llic need for taxes would increase w'hile 
the means for obtaining tluin w'cre being reduced, and 
other metliods of raising revenue would ultimately have 
to be adopted. 

A tax is called Proportional when the rate is uniform 
on all incomes and cjuanlilies; the tax becomes 
percehtage and is proportionate to the amount taxed. 
The income-tax (ignoring abatements) is a i)r<>portional 
tax since it exacts the same rate per £, on all incomes. 
The proportional principle is recommended by its 
simplicity and by its ea.sy application ; it is objected, 
however, that it docs not yield* equality, and that 
larger incomes can afford relatively greater deductions 
than the proportional melhcjd applies. 

Graduated Taxation has been advocated as a tneans 
SI • 
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for realising inoic nctirly the priiici^jlc of equality; 
there .ire seicr.il methods of ifiadujtion, one or other 
of which has been adot»|i ; i.ic .i-,sfsineiiL of income- 

tax bv dilVeient < on. itriis I- 

In Pro^^m^hr Tirnrh/. :jadnafoil scale «s adopted, 
the rate of tnvalion in-'ieasi.i;' as the .nnount assessed 
incr€.is«s; tl'C principle t> be t illustrated by the 
Instate duly, which is iii.'fd mi a s^'rdc of twelve 
steps, coinsnencin." at i per cv-iit o-' /"rufj and .itlaln- 
ing a nia'vlimim of 8 per cent, on ;^i,ouv>oo. The 
Inhabited House duly is anf.tlier example of modenitc 
graduation. The ar^inient hir cp. ad nation is bascti on 
the thcfiry of diminisbiiu'' utility ; it is urged that 
sacrifice, liho utility, (lIniMi>lv!» with eich additional 
incroincnt of wealth aflei s point h I-* lx‘en reached, 
and Uiat, tlxTeforc, a go.it»r peftrailaije deduction 
from large incom.s \'.1I ex 1 . 1 no more s,i' rifice than a 
smallbr penMitige cjoe.s in the case of small incomes. 
It is objcclfd that any sysh m of gnuliiation must be 
arbitrary ; that the increasid rate of tax.'dion is a form 
of appropri.it I mi of j»rof>erty whirh is adverse to ihrift 
and production ; and ih.at tlie method is open to abuse, 
and may be unploycd foi fuirp jses of confiscation of 
^ wciolth by merely iiirrea‘.iii;; the rale in the ujiper 
scale. It is also maiiiUinefl that tlu' .s)’^tem teflds to 
encourage evasion and false returns, and that it may 
lead to a diminution of wirdth by checking saving, 
or by causing llie cmiginlion of capital to countries 
offering greater sccurit)’ for its cnjo)rment. 

On the whole the aip.uinent fui graduation on a 
rational and moderiite «c*.i^e .seems to be valid ; it helps 
to satisfy the demands of eq inly and productiveness, if 
the principle be limited in its ai>p]ication to a few 
53 
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direct faxes in a mixed system. As regards the Estate 
duly, the ability* to pay is unqucstiouably greater in 
the ca^e of larger legacies, and it is just that their 
contrihutioBs to taxation, though considerable, should 
be also at a l-i'dicr latc 

Once III -.1 wc must recall the fact that in Great 
Brit jiii taxatiuti is an ;atr, ant! the ;jih duties 
are only a fraction of a sxsUm which h-is to be 
coiisitlricd at* a wht^le; tho ,;’r.'rdiuiMV)n t*f this tax 
tends to rounlerlcUnce inequalities in other parts 
of till scheme. It is compfiisatory to possible over- 
wi'i^hling of the indirect f.ictors in taxation, and 
it is an attempt by in.mipulritii)n of parts to obtain 
that balance of ecp.ily which no huinnn skill can wholly 
satisiy, bul which ilie problem of taxation imposes upon 
governments. 

Taxation may also b*; graduated on a re^fessive 
principle, th.U is, the r.<te may be graduated so as to 
decrease as the assessed amount inci cases; this form 
is, however, rare in practice, though it ff>und illustra- 
tion in the I'rcnch poll and hc.Mth faxes in the 
fourteenth century when the pooiei cU^scs paid at 
the higher rates. 

From 1907 frequent changes in Denth duties and 
tneome-tnx^ have rendered these taxes dijftu'uUal ifiid 

^ The igirisfiile u'duct,! the income to ^130 Intoifles 
above / 130 ,iml not e\LetiIiiu’. 
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more exacting. The scale now discriminates between 
earned c-ind unearned incomes, ie, between wages .and 
interest on investments. 

A progressive tax cannot be easily applied to oom- 
modities; the attempt would be costly, unsatisfactory, 
and unproductive. Again, a progressive tax on the 
products of large industries wiuild operate to counteract 
the law of increasing returns, and would thereby cause 
an economic loss. Applied to incomes a progressive 
tax cannot secure political justice; no calculus can 
yield a scale which will measure the relative sacrifices. 
The scale could easily be arranged so as to appropriate 
a large part of income and thus level down incomes. 
Its effects would be to destroy the springs of industry 
and thrift, to cut do\K n production, lead to the emigra- 
tion of capital, and check economic progress. The tax 
would fall heavily on the few, and would touch the 
majority only in its after-effects. Such a tax could 
not be relied upon to yield a permanent and adequate 
revenue ; while infringing the canon of equity it would 
fail in the economic aim of steady productiveness, 
which is a first desideratum in a scheme of national 
taxation. Nor can it be too frequently re|)eatcd that 
taxation should not check productiveness by discourag- 
ing industiy or saving; for out of the products of 
industiy alone can taxes be paid. 

The canons of Adam Smith may be supplemented by 
minor rules, most of which really follow as corollaries 
from the principles of equity and economy, and are 
a restatement of points which emerge from' this 
discussion. 

(i) A system of taxation should be simple, plain, 
« and intelligible to the common understand* 

^ $4 
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ing, and the general incidence should be 

traceable with some degree of certainty. 

The primary necessaries of life should be 
•free; taxation of cominnditics should be 
restricted to tlrcw whith .arc less essential, 
and prcfuralily to luxuries. 

^2) Taxation shunld interfere as little as possible 
with the pioce.sses of industry; it should fall 
on mt income, .and be such as not to check 
the growth of capital or cause it to migrate. 

(3) Tlic system should provide for elasthity\ that 

Ls, annual revenue should be able to be 
adju‘;ted cadly to annual demand. This is 
better attained by modification of existing 
taxes than by imposing new taxes. 

(4) A sy.stem combining both direct and indirect 

taxation is de.sirable, both on grounds of 
equity a.s a method of reaching all classes, 
and as affording various means for easy 
modiheation and ready adn])tation to 
cmcigencies. 

(5) Fre<]ucnt modification of taxes on commodities 

is undesirable, .since every change creates 
dislocation ; old taxes will have led ,to 
accommodation, new taxes touth many 
interests imlirectly. This has been called 
the canon of certainly in the form of stability, 
Noie.—\xi Pure ^rop(l^thmal TiUation income alone is the 
standard. In Qualified Ptofiortienal Taxation modi fir auons have 
to be eftnsidered, such as abatcincnls, a 4ice minimum, evemption 
of savings (insurSurc), regaid for source of income (wage or 
interest), deduction for family, etc. 
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DlRECl lAXATlON—TAXES ON lllOfhiaY AND 
INCOME 

The revenue of the sovereign was in early times 
derived mainly fiom the land. In the Anglo-Saxon 
period the roj'al demesne was the chief source of 
revenue; while occasional taxes were leviid for 
defence, such as ship-money, Dancgcld, and hearth- 
money, Danegcld, interesting a.s the fust English 
money-lax, was a tribute raised to hu) off Danish 
invaders ; later it grew inU# a customary levy on land, 
and was continued down to the end of the twelfth 
century. The ro)’al demesne was much increased at 
the Norman Coiniuest, and was fiequciitly added to 
afterwards by forfeiiures and rschcats. The feudal 
<lqrds paid military and other service for their lands; 
these services were coininuted at a later perioef into 
ihoncy-payincnls. The inferior tenants also paid service 
to their Undii for the land.® they held, and this also was 
commuted into a money-payment in course of time. 
Irregular contnhntions to revenue foi special purposes 
were obtained by the demands of tlie^king for “aids" 
or “supplies” from his tenants and from the towns 
on the demesne. In the fourleetith century these 
"aids*" were replaced by a system of , taxes oo 
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"movables” granted by Parliament These contribu- 
tioifs became established as a kind of property-tax 
under the naiTie of " fifteenths and tenths,” representing 
an IstiniatAl proportion of the value of such taxable 
property; the former uere grants Iruin the counties, 
levied upon the eslirmU-d value of cattle and crops; 
the laltci were grantr. fioni llv touns, levied upon the 
capital value of .sto'.l. in tKuit and chatwK. In 1334 
a special CTiquiiy was made l)y P-irliainent for Iwtter 
determining and assrs'iiig these gianis, and the system 
was revised b)' fi.xi.ig upon a touil sum which was 
appoilioned to tlic towns and counties, v» ilh iiioJifica- 
tioris this species of subsidy, levied b) assessment on 
localities, and colleckd by a kind of rale on piopeity, 
was continued until the seventtonth (rniiiry. 

^Iraiiwbilc another mode of rai'^ing revenue by 
means of a poll-tax had been devi-a'd ; this was a 
jwsonal tax gr.idii.itLd .icrording to .status, and 
supposed to be proportioned loupjily to the taxable 
capacity of the contiilnitors, as incasincd by tlieir rank 
and income. Tlie poll-tax w.i>, in fact, an early but 
somewhat arbitraty firm of imonic and j)roperty-tax, 
oppre,ssivc in its iiiculenre, and very' unpopular; its 
injustice had a part in [»icLipitatiiig the Peasants’- 
Revolt of 13S1. A .'^imilar lax was authorised by 
Parliament in 1435 later, under llie 1 ‘udor sovereigns, 
it was replaced by “subsidicb” charged on rent and 

* "nie speaker, John Bones, proi>osrd \diar may be called a 
genuintfgradualc*! intonic-tax, aiianj^rU lliiee sthcdules. The 
minimum taxable •income derived fioni nuanoi lauds, tenements 
rents, annuities, etc., was a ycai. Tbt tax was rated at 6d. in 
the £ from to ,£100 ; Cd. in lbo»;^ from 10^^400, and 2s. in 
the^abov^;^4oa. 
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movable property, which supplemented the grants of 
“fifteenths and tenths.” These grants of subsidies 
for extraordinary expnidilure continued until 1663, 
when they had ceased to be a productive source of 
revenue ; llie last yielded only 282,000, and hence- 
forth they were displaced by special assessments. At 
intervals tlie pnll-tax or capitation grant was revived to 
meet the special cxj)cn.ses of wat ; at the Restoration, 
and in i6f»6 and 1677, a poll-tax was levied by assess- 
ment made on voluntary dcclaratinn. and apain between 
1689 and 169S the increa:>od rcve-iue required fur the 
war with France w.is partly met by a poll-tax. Its 
special recommendation wa® that it was easily assessed 
and collected, bnl it was often evaded, and was 
becoming so little pi(*ductive that after 1698 it was not 
repeated. 

Under the Commonwealth Patliamcnt raKed revenue 
from both real and j>ersonal property by “monthly 
assessment.” 'I’lns was a kind of subsidy, collected 
locally for the purposes of the Civil War, and supple- 
mented by the old port duties, tunn-ig-:, poundage, etc. 
Then, copying a practice whrch picvailcd in Italy and 
Holland, rarliamcnt intioduced a new t.'ix, an excise 
upon home - produced commodities-- Ix'cr, ale, cider, 
articles of dress, etc. At first this excise wa.«f very 
unpopular, but it was declared by J*arliament in an 
ordinance of 1649 to be “the most equal and indifferent 
levy that ccmld be laid on the penj)le.” 

At the Restoration in iCCo the Crown Revenue was 
fixed at ;^i,20o,ocx>i; this was rai.'^cd mainly frofn three 
sources: (i) the customs or old port* duties; (2) the 
new excise, which was taken in lieu of obsolete feudal 
duties abolished in 1645 and the old royal prerogatives 
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of puryeyance, etc., and was called the Hereditaiy 
Excise; (3) a femporary excise which practically 
duplicated the Hereditary Excise. 

A Slew kind of House duty called Hcarth-raoncy was 
introduced in 1662,111.11 somewhat resembled an income- 
tax, being based upon the niimbei of firc-places in a 
house, which number was siipf»o-.ed to afford a fair 
index of income. The tax was rigorouhly exacted by 
tlic "chimney-men" who farmed it; owing to their 
inquisitorial methods it was very unpopular, and it 
was repealed by William HI. at his accession, when 
it realised /2a), 000. An in'-truclivc iiidicaliori of the 
progress in commerce, and the growth of the Credit 
Sy.stcm in this country is afilirded by a tax on bankers, 
instituted in 1C70, which yielded .^8oo,iXXi 
A new .settlement of revenue became necessary at 
the Revolution of 1C88; fuaclically little revenue was 
now raised from the old Cn^wn demesne, and the new 
excise and port duties had become tiic chief sources 
of revenue, Jht Civil List was ihcrcfore established 
as a definite fund for the maintenance of the Royal 
Household, the expenses of judges, ambassadors, etc,, 
and for the support of the annuitants and pensioners 
of the Crown ; the amount was fixed first at ;^6oo,ocx^ 
The Civil List, so instituted, was aftenvards increased 
in amount, and was voted henceforth to each sovereign 
on accession to the throne. Since 17S7 it has been 
charged upon the Consolidated Fund, In 1830 the 
expenses of justice, etc., were providctl for separately, 
and the* Civil List has now reference* only to the main- 
tenance of the “ bignity and State of the Crown," and 
amounts at the present time tq ;^47o,ooa 
In 1692 what is now known as The Land Tax dame 
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into existence. This tax was intended as a sut)stitute 
for the “ Monthly Assessments commenced during the 
Civil War, and was both a property and an income 
tax ; it was a sort of lineal descendant- of the old 
“Tenths and Fifteenths." The tax was assessed at 
4s. in the £ on the annual value of all land and hi'U'.cs, 
on personally f)f eeciy kint], ai the stipend' of puldic 
officials, and on mn\«ililcs .l'/hkIs and cliattels). It 
was voted annually, and yirl-Jed at first 
but the anntiai asscasmnu fnujd difficult, and the 
results proved very variable; thertfore Pailiarn-i't in 
1697 revised the system, .iii-l derided to raise a fixed 
ainoiint of abwut ii'i,5a*.ox) by asse^sin;.; the quuta 
to be raised in the varinus coindics and towns on 
the then valuation. This mr ihod of a-'sessnicnt Iwcame 
a source of preat inec|u,ility of incidence, which was 
vastly aug^mented by the snb,eqn<'m f;ro\. th of popu- 
lation, and eiperially after the Iiuliistn.d Revolution, 
with its development of new- manufacturing and 
commercial districts and towns. 

At a very early periorl in its histor)', the poition of 
the tax assessed on [M-rsotial property declined, and 
in course of lime fell (ait of li’j ass' .SiMcnt ; in 1833 
it was formally repc.iUd, leaviirr only the lax upon 
land. Tlie land-tax continued to be voted arfnually 
(intil 1798, w'hen Pitt, under stress of fina/icial difficulty 
in raising funds for the war, revised the tax and con- 
verted it into a perpetual rent-charge or permanent 
claim of the State upon the rent i>f each district; the 
quota thus came a) be interpreted as represdnting a 
right of tlie State in the land. The capital value of 
the land-tax at this revision has been estimated at 
;^70,boo,ooa Fitt at the same time provided as an 
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allcniative a power of redemption of the tax *by 
jiayftK-iU of ilie capital value. Half a milliim was 
rcdceim'd in the course of a few ycais, and during 
the ft)lli)\vin5 cenliiiy ahoul half ili»* tax \.as rcMcemcd, 
tl!*f total b'itv/ thu', rei'uccil to /';S6,ooo from the 
!.ii) K -Still ( Ilf' il'h‘. 

The lainl tax carnc under levi-ion in 1896. 

At this tinv* the lent-ih.uf’.e realised less than is. in 
the £ on tile v.’i'-le v.duatioii, and the incidence was 
iiio.st inie'pial, vaiyiiig from a fraction of a penny in 
the jC in ‘^oine populous [larts. In nearly 4s. in a few 
rural di* tricis. The ilnn’c aver.i‘:;etl 2d. for Lanca-shirc, 
3.VI. foi 1 )urha:n, 3 s. id. for lied foidsh ire, and 4s. for 
‘!oinf: of Ks'-tx. Viewed as j lax. the icnt-charge 

jiie-ented in 1896 many inec]ua]i«ics ; much land was 
wholly exeinjit, the tax hanng been redeemed; a 
iarge proportion of the land subject to tbe lax had 
changed ovViiership ; and, as in each case it had been 
purchased at the reduced capital value which the 
cliargc produced, the tax imposed no biitdcn upon 
existing owikts. Jly no method could the charges 
be equalised, nor could they be said to constitute a 
true tax upon land. Tlic prinrijilc was adopted that 
the rent-charge represented ancient national rights 
of property in the land, and that in fact such land 
was a matter of joint-owneiship, as in the analogous 
case of land subject to tithes. Jly tlic ITnancc Act 
of 1896 it was enacted that the charge should in no 
case exceed is. in the £ on the valuation, and that 
any sum in cxcqps should be remitfed, llicrcby making 
in effect a free gift from the community to the land- 
owners of the capital valuo of that portion of the 
lent-charget It was also enacted that in cases where 
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the tax realised less than id. in the £ on the 
valuation, it should be paid at the rate of id., and 
the excess s1k)u1(1 be applied to the redemption of 
that quota. Other exemptions were made in'iSj^S in 
favour of owners whuse incoim.s were less than £\ 6 o 
and £^oo. These excnij)lions reduced the yield by 
about i^200,ooo, atul left the average rate over the 
whole country at 4 d. in the 

As a source of revenue the so-called land tax has 
now little importance ; its interest resides in its history, 
and the principles which it illustrates. Its present 
yield, only £/00,ooo, is insignificant for a tax raised 
from the soil; the administration is relatively costly, 
and its extinclitm would seem desirable. Various plans 
have been suggested for hastening the process; one 
of tlie most feasible is that a triple assessment should 
be made annually, and that two-thirds of the amount 
collected should be ajijdicd as a sinking fund for the 
redemption of the tax in ten years. 'I’liis would give 
twenty years’ purchase for a kind of fi^rced redemption 
Spread over ten years ; the capital wouhl be applied to 
the reduction of the National Debt.^ This proposal 
seems to conflict w'ilh no economic principle, and is 
consistent wu’th the past hislfiiy of the I^nd Tax, 
The extinction of the tax w'ould remove a^'cause 
of much misconception on the part of those who, 
unacquaiiiU^d wiili its history, advocate its increase 
for the purpose of appropriating ‘Hhe im(‘anicd incre- 
ment.’’* As the pruiioscr of this st.hcine remarks, 

k 

* Ecot'vnic Journal .September 1905.-— A. Hook, na "Ihe 

Present J'osition of the Land Tav." ; 

* See chapter 00 “Local Taxation” for a stalenient of Uui 
problem. 
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had Pitt instituted a rate instead of a fixed charge, 
witli, the cnormoife increase in the value of property 
during the past centun', it might have become the 
source Of a tconsiderable national revcMiue, and would 
haVe accomplish!. (I the solutimi of that recurrent and 
difliLult qiic tion i.f the “imcarncd iiiciement.” Such 
a tax would Im\i- had other ami iinjunlant effects 
rjfK)n lam lnwnci ship and the development of agri- 
culture ami indusiry, upon the investment of capital 
in land, and U[)'*n the '‘income .ind projHrrty" tax in 
its relation to land. 

Uei't of l.nnl, like other ‘sources of income, pays 
income-tax. j'Nl.ite duties (lands, tenemciils, etc.) 
yielded, accstrdiii'; U* the Finaiue Accounts for 1914 
^27, 359, COO propel ly - l.ix on lamls and houses, of 
which about -'sn loitrih was c<mtribi;ted by the tax 
on rent of land Lands and builrlinj;s also form the 
basis of assessment for l<»cal rates; these amount to 
over ;^5o,ao,ooo, and of this sum land contributes 
more than one- fifth. 

The modern Imowc-taK, as we have seen, has been 
evolved from the earlier p(»ll-tHx. It is a direct tax 
based on the total income of the payei from all 
sources, and is graduated on a special system of 
exempLions and abatements; as now levied, it was 
first imposed by Pitt in 1799 for purposes of war, and’ 
it then yielded ;£’6,cxk),ooo. In 1801, after the Peace 
of Amiens, the tax was susjjendcd, but it was reim- 
posed in 1803 as a property and income tax under 
five classes or schedules. Incomes, under £()0 were 
exempt, and there was an abatement on incomes 
between and ;^iso; thc^ rate also varied from 

3d. to I id. on incomes under ^^150; above that ^m 

* 
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the rate was is. in the £; the rate was afterwards 
increased, until in 1807 reached*- 2s. in the or 
10 per cent. When the tax was repealed in .1816, at 
the clo.'-e of the w,t, it realised / 15.500,'^. > 

In 18 ;2 Sir Robert IVfl reintpsliiccd the income- 
tax as a pence t 'x ir* ordei to meet anticipated losses 
of revenue from iiij.poMn loductioni, in inipnrt duties 
ari'.inp; out of his ich>rms. Tiic tr'\ was Ick'icd on 
incomes ai)o\e j{‘i50 at 7J. in the {., ar<] was imposed 
for tlircc years; it uas then renmv^d and from 1846 
became a ie«'*j,nised pait of the tax M'Stem, displacing 
import duties of a partially protetti»’« chaiaLlcr. The 
minimum of eycniption has been \ari»d several times; 
from 1853 to 1875 it wa'- /loo; in T014 it stood 
at 'llie priiu'ijde of in.uliia1i-Mj is apjilieil in 

various wayh; for ilv latest inodnicalion, adopted 
durin.:* War. M'e .s'jjx. 

Allh Jiijrh tlic niouern inconie-tax (onrnericed as a 
war-tax, it has now become an established element 
in the Jlnlish lax s>stem, and di'inocialic tendencies 
strengthen its posiliMn, It is rcli(d upon to yield 
a considerable contribution to revenue. Only once 
since 1843 has it been pioposc»l to abolish the lax; 

, this was liy Mr Gladstone in 1S74 It is regarded 
as a national rcM-rve, aiifi is //.'.•mwft/ te-inect 

'Special war cxpniditure. The rale has varied from 
5 d. in 1853 to IS. 4d. during the Crimean War in 
1856, and fiom 2d in 1874 to is. 3d. in 1902 during 
the South Afilean War. In 1905 it stood at is. in 
the or 5 per cent, on fully assessed ‘incomes 
in a time of peace. In 1843 each penny yielded 
;^5oo,ooo; for the year 1904-5 the yield [ler penny 
' wa# ;f2,6o4,ooo. The total revenue from income-tax 
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for the, year 191^ was ;£43, 529,000, plus a super 4ax 
of 5 d. to Is. 4 ( 1 . on incomes above ^^3000, which yielded 
;£3,320,fX)0. 

In^omc-t.i\ payers arc classed under five heads or 
sclicdulcs, as («0 ownets of prnj)erly, land, and houses, 
(/>) farmers and occupiers of land, {() fund-holders, 
(if) receivers of intciest, pr.>fils, and earnin"s from 
business or investments, {e) recipients of salaries from 
public soincis. 

The method of ctdlc'tion is simple and economic, 
and dividends on hivistincnts pay in bulk at the 
source; the tax is highly productive, and it can be 
ea.sily modified to {.jivc ela'^ticity of revenue. The tax 
satisfies fairly the canon.s of Adam Smith ; it is con- 
.sidcred equitable as forming only part of a system ; 
further, it grants immunity to small incomes, and is 
graduated so as to e;Lse the pressure on limited 
income.s. There is no doubt, however, that it presses 
with greatest severity on the lower grades of pro- 
fessional earnings and salaries: it has been decided 
(1914) that the limit of exemption should be fixed 
at a lower sum, .so as to include all regular incomes 
not less than ;£*i6o. There arc great practical diffi- 
culties, however, in the administration of an income-' 
tax on a very complex scale, and others wpqjd 
arise in devising machinery to secure economic 
collection and certainty of payment from the weekly- 
wage classes. 

■ Regaled singly, the income-tax can never be 
wholly cquitablr*. The ability of individuals to pay 
is modified by many circumstances — age, health, 
family, permanence or precariousness of income, and 
the need to make provision for the future— ill of 
65 ' R , 
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which are incommensurable. The r^al test of ability 
to pay is capacity to spend, and of this there cafi be 
no adequate common measure. The incidence of the 
income-tax is upon the payer, whether his re^ue 
consists of rent, profits, or wajjes, and it cannot be 
directly shifted; it diminishes the power of the taxed 
individual to spend by the aimniiit it appropriates, 
and only in so far as it has a tendency to reduce his 
industry and carninf;s can it be properly said to affect 
other members of the community. A very burdensome 
rate might probably produce this effect, but a small 
tax, forming only part of a system, places no appreci- 
able check on the growth of income country 
where the various motives to acquire wealth are so 
strong as they are in Great llritain. 

The income-tax is very easily manipulated by an 
alteration in the rate to meet exigencies, and Its yield 
can be approximately estimated. The steady increase 
in the amount assessed for income-tax affords a very 
fair test of the growth of w’ealth of a country, and it 
has been uniformly advancing over many years in the 
United Kingdom, notwithstanding a large increase in 
the rale; tliis fact is illustrated in the increased yield 
• per penny. 

Few countries have copied the British system of 
Income-tax, altliough many have adopted some kind ' 
of graduated tax on property or earnings. The United/ 
States employed the income-tax as a temporary ex- 
pedient during the Civil War, and continued it durinff 
the reduction of tho debt until 1872. An atteihpt wa« 
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made iy 1893 to introduce it as a permanent federal 
tax .of 2 per cent on incomes above ;^8oo a year, 
but it* was ruled by tlie Supreme Court to be 
uncdiistitutidnal. In France various attempts have 
bden made to introduce a fjencral and progressive 
income-tax, but as }’ct it has not been accepted. 
The French ha\e, however, sundry direct taxes which 
form a kind of equivalent; these are a fixed per- 
centage on incomes from land, a tax (called PaUnte) 
on trades and pnifcssions based on a general estimate 
of profits in those occupations, a tax on buildings, 
doors, and wimlows, according to size and number, 
which are legarded as a measure of taxable income, and 
a tax on personalty in the form of a 4 per cent, duty 
on incomes from securities other than State funds. 

Belgium, Russia, Portugal, and Hungary have no 
proper income-tax. The federated European states 
(Germany and Switzerland) employ indirect taxes 
(customs, etc) for purposes of federal expenditure, but 
the various component states and cantons make use of 
taxes on inciime for local purposes, and in some form 
or other most of the other Continental states have 
adopted a tax on incomes as part of tlicir fiscal system. 
In every ca.se the sclicme is more complicated than- 
the Toritish, and the tax affects a much larger section 
of the population. The ma.\imum exempted is usilaly 
less than £50; in J’ru.ssia, e.^., it is ^^45, while all 
incomes are liable in Spain and Italy; the schemes 
are' graduated by various complex methods, which pay 
t^ardHo the source of income, cite by differentiation 
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of rates, or by employing a fixed rate together with 
supplementary taxes on various forms of capital and 
modes of industry. In some cases the graduation is 
effected by the classification of incomes in-groups, each 
group paying at a different rale ; also discrimination 
is made between “earned” incc»me-5 (uages) and “un- 
earned ” incomes (profits). The scale of graduation is 
usually moie extended than in ti.e British system. 
From the year 1909 the principle of j;radualion 
has been much extended in (iieat Brit.iin, and has 
been applietl to both income-tax and l^ath (estate) 
Duty by very elaborate stales (see AlM’KN’i)l.\). 

The Continental systems of im-uine-tax aim at 
securing equity in the operation of the tax rcgaided 
singly, by taking into considei.ition the various con- 
ditions of its incidence; consequently their schemes 
are very elaborate, the machinery ol colletiion is 
more costly and Ic^s efficient than that of the British 
system, and they are relatively less productive. 

Most of the Australasian colonies have ailoptcd an 
income-tax, but their methods of grailuatioii aie not 
uniform; tlie rates are dinferent, and the minimum 
exempt is also variable. In all, howe\er, diffcientia- 
•tion is made on several grounds, and more esi)cciaUy 
between incomes from projierty and inciunes from 
personal exertion. In New South Wales, where there 
is also a land-tax and a death duty, the rate of 
income-tax is unifoiin at 6d. in the but incomes 
under ;£200 derived from labour arc exempt 
Canada has no income-tax for State nur[)osesr 
Duties on Inheritance of Property arc very ancient, 
and are most probably connected with the theoiy 
that tinowned wealth and pro[)erty of intestate persons 
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belonged of right to the State. They existed among 
tlie Jiomans. Uifclcr Feudalism customary dues were 
paid on inheritance, and were graduated in degree 
according t« the value of the estate. 

•Tlie Ih'ath Ditiu's were ititrofluced into Great 
Hrilain with the Stamp A«t in if«ji,and were copied 
from IIoll.'iul. Ill link they df-v loped int(» a com- 
plex gionp of t.iv:es u1ii<h dis(la\ed vaii'ius in- 
e«iualilii s and ine;;iilariiie.s ; llic^e were swept away 
hy the Finance Act of iJ'04, and a siin[)ler s3'.stem 
of EsU}te Dufy was instituted. At the time of the 
])assing of this Act the duties were collected under 
five di.'Jtinct heads: 

(1) rrobnfc 7^///;'.— This was fust levied in 1^94,00 
per.soiial estate onl)', at 5s. on all piohales of £20 
and upwards, it was afterwards raised to los. The 
scheme svas often modified, and became ultimately a 
graduated tax on all sums above ^'100, reaching 3 per 
cent, at £iooo, 

(2) Lr^nev Duf)\ introduced by Pitt in 1796, was 
payable on legacies onl\', and not on realty or pro[)crty 
passing uinler sctlliimeiit: it was graduated on the 
basis of consanguinity. 

(35 Succession Duty was imposed in 1853 by 
Gladstone on both real pir>perty and settled personalty.; 
it was calculated on the v:ilue of the interest of the 
successor, and graduated accoiding to his relationship 
to the settlor. 

(4) Account Duty was a special duty to secure 
payment on property which, by deed of gift, etc., had 
escaped the probate duty; ijwas adopted in i88i by 
Mr Gladstone. , 
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(5) Estate Duty was an additional tax of i per 
cent imposed on both personally and succession when 
the amount exceeded 0,000; it was introduced in 
1887. 

This scheme indicates the develoj)mrnt of a tendency 
to tax accumulated wealth on some proj^ressive 
principle. The iMiiance Ad of iSf)^ carried this 
princii'le much further. 'Hit whole system of duties 
was revised. A siiv.'le Vstatc Duty vms imposed 
on all propert)' whatever, w'hellier persjnial or real, 
.settled or not settled; j^radii.ition w'a.^ adapted in 
a scheme of twelve stages, commencing! at i per 
cent, on sums between £\oo and /".ScX), and reaching 
8 per cent, on 000,000. .Suh^cquent revisions have 
greatly angipciitcd thc.se dulms. The scale in 1914 
w^as from 4 jtcr cent on ;{,'’5000, 5 per cent on 
;£'io,oa), 0 p' r cent, on /Vi.cno, nn to l’o p(‘r cent 
on ;^i,ocKi,o«.o. The >ield in i(ji4 was ;627,359,ooo. 

T/tf Estate Duty is assessed on the aggregate estate, 
which often con.si.sts of many items and varieties of 
property; thus the total value from all sources must 
be ascertained at once in order that duty may be 
paid, but in this process many difficulties arise, and 
inequalities arc unavoidable. A portion of the estate 
dlity is paid to the Local Taxation Account, and the 
gi'ca'icr part of this .sum is ap[)ortioned between the 
councils of administrative counties and county boroughs 
for purposes of local expciuliturc.^ 

Legacies and Successions pay also a further duty, 
graduated according to relationship ; children or .parents 

* This was originally 80 per rent, of half ihe proceeds of the 
Probate duty in England ; now..a corresponding sum is paid out of 
the Estate duty derived from personal property. (See also p. 165.) 
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pay I per cent. ; brothers, sisters, and their descendants 
5 per cent. ; other relatives 5 or 6 per cent ; and 
strangers in blof^l 10 per cent The i per cent duty 
is iiftt charrjetl ulicn Estate duty is paiil. 

*Tlic incidence of the estate duty is upon property 
which passes at death ; it is ihetefoie a dirut tax upon 
the recipient of the [)ioperty, an*) cannot be transferred. 
It has. hime\er, tcrtain iinlird eficcts upon the dis- 
liiljulion, an(! pvKssjhl) the piodiKtaui of wealth; 
firstly, b> the ta.'Mtion of capital it raises revenue 
which would have to be piinidcd by othei means (as 
by laxc.s on income or coinmi*< lilies) if the estate duty 
vi'cre abolished ; secondl}', it may tend to ch(*ck industry 
and aa'unuiiw.tion at an eailuT stage by weakening the 
motives to effort in a very proiliutbe clas^, just as a 
fall in the r*ile of inleiesl is said to have a tendency 
to dimini.sh tin ill and to reduce capital. Again, the 
duty which is paid «»nl of a huge estate at death may 
alTect the M'ale of the business in which it was invested by 
withdrawing capital, and thus it may check production. 
The duty also falls severely upon the families in the 
case of small propeilies at a lime when their expenses 
are neccs.sarily great. This is an aigumcnt in favour of 
exempting small estates or reducing the duty on -tbp 
smaller capital sums left at death. • 

The estate duty is, by its natine, an inegular soffl-ce 
of income, yet it rcali.scs a fairly constant amount on 
the whole, and has come to be counted upon with some 
assurance a.s a regular contribution to the annual 
Budget. The tax 1ms gained ^jopularity with the 
masjses since it falks only upon the propertied classes; 
it has also the characteristics of a measure for altering 
the redistribution of wealth by the appropriation of 
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acpimulatcd wealth. If, however, the scale be unduly 
heavy, it may become an instrument of confiscation, and 
by inlrocliiciiif|r insecurity it may s'*rioiisly discourafje 
accumulatKjn, encourage inter vivos^ and create 
evasion in v.irlous ollmr w.iys. 

As formin'^ part of a compo‘itc sy‘«{em of taxation, 
the death duties, like the ii'<ornetax. tend towards 
the attainiiient of equaliiy of ^ncvifin,* sinte they are 
direct taxes iallif‘g only upon classes who benefit by 
accumulated wealth, while indiiect taxes touch wage- 
earners with small incomes more acutely. 

Professor llaslatile maintains that a death duty is 
in extra income-tax cajiitalised in r>ne sum ; 

he find'? the growing practice of 

in.suring reduction in value which the tax 

othenviv“ recipient of the estate. 

I'he duties aflord the best cxainiilos of pro- 
gressive tlvaigli the system of gtaduation 

adopter-^ is necc.ssarily arbitraiy; it is difficult, however, 
to ar*Ti^^^' principle of ptogression so a.s to secure a 
scale which shall be in all respects equitable, cither as 
regards the incidence of the tax considcieiJ by itself in 
its effects on different cases, or as regards the relation of 
Alts, tax to the whole system of taxation of w'hich it 
forms only a )Mrt The following figures f 1 9 r 3- 14) serve 
to Illustrate the relative yield of the different ileath duties. 

1. Esl.de Duty on Property . ,^^2 1,6.^8,595 

2. Legacy and Succession Diil)' . 5,390,386 

3. Prnbate and Account Duty , 37,^92 

4. Temporary Estate Duty . ^ 29,553 

5. Corporation Duty . . . 59,094 


Total 


. ;£27.I<55.I20 
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Of .this sum /'3, 013,323 was paid into the Local 
Tafcatjon Accounts in relief of local expenditure. 

The' Inhabited House Duly is an imperial tax levied 
ujidn the *fK:cuj)anls of hou.‘;e^ and leaii'ies ahoiit 
j^2,ooc»,ooo a yeai. It is the imKleni representative of 
the more anci<’iil hearth .ind window taxes, The hearth- 
tax dates bru’k t<i feutlal times, hut it hefanic a statutory 
tax in if/'J, when I’arM.inient v*-lnl it to Charles II. in 
lien of certain c>ther taxes and rciulal ii'd)ts. Aboli.shed 
in I CSS, It w.'i'* rej jl.irefl in n^jO b) a tax on windows, 
which .survived until 1.S51 Jv»th taxes rested on an 
assumption that a le.st of ability to piy was to be found 
in the si/t* of the house, of which the nienher of 1 , earths 
or windows funned an index. 'i‘hey found 

objeelionahle as liaving a tendency to cut d. 
utilities; they jdaced a diarize ut'on prime nr 
of life, lit^ht and warmth, and the limitath .^y^g 
induced were injurious to health. 

The Inhabited IIou.se duty was first adopted in^' j-yg . 
it W'as repealed in 1834, but was aj^ain reimposeef 
the occasion of the abolition of the window-tax in 1851 ; 
it is now' exacted upon all houses aiid business premises 
of a letting value of £20 and upwarils. A reduced 
.scale is applied to biisinc.ss prcraLscs, registered lodglri^- 
houses and farm-houses. The tax is graduated ojx a 
progressive scale : 



rental, j 
nni’i not ex- 
c eiluij: i^ril 

Allow £40! 
rental 1 

Above £t(t 
rental 

Houses, resldentitA . . ' 


M. 

9 d. 

Public Houses, Farm Houses, and 




Business Premises . .* 

2d. 

4 d. 
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It has been held by Mill and others lliat house-rent 
is practically a voluntary statement of income, that it 
represents a fairly unift^rni propc>rli ai of incoihc, and 
may thus coji-.tilute a f.iii h.'Lsis for Hduse- 

rent dov's puibal'iy form a a])piu|in.i 1 r, basis for 
local taxation, since th-* exp^nditnie of idics confers 
an equivalent in local iJiith aie jjroportionate 

in some dci^ree to the Liia:.u!rr of the house, but 
house-rent is not nettv-.i'ily a tine cn'Urion cither of 
income or of ability to piv n.iiional ta.Xiition. Houses 
are selected on other ctniMdi Miions, mkIi as ideas of 
health, size of famdy, thc’.vlei of emjdoynient and 
in i,> Certain {)u.siLK)ns ii, l:‘e of a more or les, public 
hefina**’. •‘>u<h as that of a mcilital man, demand a 
insurinfr|iess ; and of nerc‘.sity a miifb Iru^er propor- 
otherwisinconie is cxiiend..ii (‘ii rent l»v the classes in 
The J^iinistances than by tliosc whom po-,itif»n and 
gressiv-Jnilies of om|>l»)yment arc not iiilluenced by 
adopt'aceideiital conditions, 

to /\gaiu, till* daily t'oes not discriminale Ijetwccn tlie 
proportion which honse-renl bc-ais to income in difleient 
localities, towm and country, the metropolis and other 
towns. A rich emplov'cr may be able to obtain an 
fii^Tellcnt and coniim-dious villa in.iny miles from town 
for a smaller rent than would be paid by one of his 
clerks or employees w’ho must reside near his work, 
and who consequently pays a larger hf»use-tax. For 
similar reasons the excm[)tion ot all houses with a 
rental not exceeding £20, in towm and country alike, 
touches different classes and incomes unpqually. * Again, 
the House duty cannot be assessed on country mansions 
in any degree proportionat/; to the value of the property 
or the income of the owner. Furtlier, the duty falls on 

f ' 

74 



HOUSE DUTY 


IV.] 

a first necessary of life, and with special severity ijpon 
the.po'orer educated classes in towns, who either feel 
compelled by their position to sjieiid a relatively larger 
profftrtion 'of their small income on hmising, or do 
so because they realise the im[)<'rtanrt of providing 
healthy homes fur their famih'es. Its tendency, there- 
fore, is to clir( L tile inv«“’lm(‘iit of tapilal in a form 
wliidi is nio^L ilesiiable in llie interests of the com- 
munity, while i* imposts a penalty upon one of the 
most comment fable forms of family expeinlitiire. 


FINANCK ACO)l'VrS, im4. 


Land Tax 

iNCo.Mi 'I'AN, .iiipioxinKatc yield - 
Schcilulc A.“L!iniis, Tcncineiils, etc. 

„ H, — (X* i.jMlion of L.nuls, Tenc- 

nicnts, cic. . 

„ C.— AiinuiMf s, Divitlfiuls, tti . 

„ \} • I'uile .Mon 'I i.uli's, elc. 

„ IC -I'uhiic Ofl" Ca, elc. 

Supei fax . . . , , 




10.304.000 

214,000 

2.867.000 
27,204,000 

3*-’-i3,ooo 

_3.339,ooo 

/ 47 , 241, 000 


From 1907 Income has been Jiflei on tinted as “earned” -or 
“unearnod,” the lonnoi class of Iinonic p.i)in.^ at a lower jjle 
Qp to u inaMniimi Imoiiio of ^Jvxxj, above this amount All 
Income pays at the hiyliei latc- 
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INDIRECT TAXATION— TAXES ON COMMODITIES 
AND ACTS 

In most countries a considerable revenue is derived 
from duties upon goods (consiicuiblc wealth), imposed 
at some stage or otlifT in their pn egress from the 
condition of raw inatciUl to final consumption. 

In modern times such taxation is levied in various 
ways: (i) by direct durie> on f»wi)ership or use, such as 
the taxes on carri.vjes ai d guns; (2) by duties on the 
article at its production, like the excise on beer and 
spirits; (3) by duties on imports and exports at a 
frontier (cu.stoms) ; or (4) by means of a State monopoly 
of the manufacture and sale (tobacco in I’rance and 
Japan, and opium in India). To these may be added 
the antiquated tolls and market dues on sale.s or on 
tteSioit Taxation on consumptmi was in its early 
forms mainly direct, and was exacted from persons 
pos^sed of “movable wealth,” which was evidence 
of their ability to pay; it was also imposed as a 
charge upon enjoyments and the display of wealth/ 
or as a sumptuary measure for the repression of 
extravagance. 

The tax on watches and clocks introduced by Pitt in vpff 
Marty ruined tl.e industry, and i^’as repealed in consequence 
foUowifag year. 

7e 
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Under the complex system of production which 
is the 'result of modern projjiess, taxation on con- 
sumptidn is effected mainly by duties on commodities 
whidi arc indirect, and can I’ciutally be shifted to 
tSe consuinei. 

The few direct taxes on expenrlitwie f(.t enjoyment, 
such as diiuc-b on latna^cs, d<xjs, in.d'‘-SLrvants, 
and armorial bear, are niw paid as licences. 
Some of these, like the carriaj^e tax, may indirectly 
affect the industries concerned in the production of the 
taxed commodity ; tlicir lemleiicy would be to limit the 
numbers in those emphiyuunts if the taxes were heavy 
in amount. The direct taxes (»n enjoyments, which 
arc mostly survivals of sumptuary duties, yield to 
the Treasury rehiticely a ainall amount; such duties 
belonged to an earlier and simpler period, when industries 
were smaller and modern .sources of revenue were not 
available. 

Tolls and maiket dues are of remote origin; they 
were charges for the priviU'ge of trading in a certain 
locality, and for the use of roads and convenient places 
for sales ; they fell ultimately on the cost of commodi- 
ties. Similarly, licences for the privilege of cariying 
on certain industries, or for selling certain goo^ 
(beer, spirits, tobacco, etc.), ultimately re.semblc in thfjr 
effects and general incidence a tax upon the articles 
themselves, while tl If T also tend to icMrict the number 
of producers and dealers ; their chief recommendation 
is that they effect a kind of police registration of the 
persons^ engage^ in these employments, which is 
desirable in the cases of occupations such as those of 
hawkers and pawnbrokers. , 

There is much force in the view that the most 
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appropriate use of licence-duties in modem times is 
in the relief of local taxation, for which purpose 
already a large proportion is paid over by the Govern- 
ment Subject to the control of tlic State over the 
number and class of articles and the rates which 
should be adopted, taxes of this class mi^lit be assigned 
altogether to local purjjoses. 

Monopolies and patents granted as privileges by 
the Tudor and Stuart sovereigns formed an arbitrary 
and irregular kind of excise, yielding small revenue 
to the Crown, and benefiting mostly the monopolist 
at the cost of the consumer. State moTU>polies do not 
now contribute to British revenue, unless the Post 
Office be so regarded ; but in some Euro])can countries 
the tobacco, match, and some other State industries 
constitute a regular source of revenue. 

The prevalent methods of taxing c(>mmodities are 
by excise and customs duties ; these are alike in their 
general economic result, which is to raise prices. 

Customs Duties are a very ancient form of taxation ; 
traders entering a country were charged a toll at the 
frontier for permission to enter; the tax was a kind 
of payment for the privilege of trading, for safe passagCi 
^ind also for the use of roads, etc. The assumption 
^as that the incidence was upon tire trader, who, how- 
ever, recoveicd the tax in the sales of his merchandise. 
In England tolls or port duties, both on imports 
and exports, became very early a regular source ^ of 
** customary” revenue; and the duties were pa}d 
originally in kind, e,g.y one cask wine dut of a 
cargo of ten. They were afterwards converted into' 
regular money paymentsi , 

Frisi^e, a duty on imported wine, fi^as paid to 
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Richard!. ; John received also import duties on wool, 
salt, and fish, and export duties on wool and leather, at 
established rates. 

rfe wars* of Edward I. and Edward III. added 
to the tolls on merchandise called “ Ancient Customs.” 
The permanent revenue of the Crown from these 
sources was fixed by the “Statute of the Staple” in 
1353 to consist of (i) the Ancient Customs on wool 
and leather; (2) the New Customs levied on foreign 
merchants; (3) prisage of wine imported by native 
merchants, or timna;;e paid by the foreign exporter; 
and (4) poundiige on goods imported or exported. 
In 1329 the customs were fanned for £20 a day, 
and yielded £(\2(ki. In 1411 they were estimated at 
j^30,ooo; at the accession of James I. they amounted 
to ;^i 27,000 ; by 1650 tlic yield was ;^soo,ooo, and in 
1688 it had risen to ;^i,ooo,ooo. In 1671 a Board 
of Commissioners was first appointed to manage the 
customs. 

Under the influence of Mercantilism, import duties 
were increased and exports were encouraged, with 
the object of securing a favourable “balance of 
trade,” meaning a net import of gold or silver. In 
course of time this system developed into a poIlDy'*' 
of employing import duties to protect and foster 
home production. This practice led to retaliatidif 
and tariff wars between countries, and thus the pro* 
tectionist system was strengthened and came to be 
regarded as a patriotic policy. Customs duties were no 
longer regarded purely as a source 4of revenue, but as 
instruments for attacking the trade of foreign countries. 
This, doctrine held sway in li^gland until 1846, when 
this Free Trade agitation end^ in the abolitiorf of 
’ ^ ,79 
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the Com Laws. Meanwhile, a vast machinery for the 
administration of the customs and the repression of 
smugglinf^ had been called into existence, which by 
its exiMinse gtcatly curtailed the net revenue derived 
from the taxes. Tlie oih^ir-.il aim uf a customs duty 
was lost siglit (»f in the iIcIumvc patrii'iiMn of "striking 
at foreij>n tt.v'e/’ and ‘Mipporiing hnine industry,” and 
retaliating <‘n the foirigtUT. Titt coinmeiiced, in 1784, 
a reform of tlv eomplicated .system of rustoms and 
excise by simplifyint; the methods of collection and 
reducing the taxc.s, but the uutbieak of the war with 
France led to thcii it'imiv)>itiun and inciease; high 
dutic.s were i)l«icod on all consumable articles— raw 
materials, food stulTs, and manufactured articles; at the 
end of -the war about 1 ’oo chff.'icnt articles were taxed, 
of which the majority produce 1 little revenue. In the 
year 1800 imjjort duties yielded .^8,144,380. At the 
peace of 1815 the income-tax was repealed, but the 
duties on consumption were retained, and the pro- 
tectionist doctrine was reaffirmed by the imposition 
of a duty on foreign corn, arranged on a .scale so as 
to preclude its admission into Great Britain until home 
prices icached 80s. a quarter. 

petition from the mcrcliants of London in 1820 
for free trade w.is the first stej) in introducing a fresh 
penod of reform. Between 1823 and 1826 Huskisson, 
who was tlie Ticsident of the Board of Trade, reduced 
many duties, simplified the code of customs, and so 
regulated the duty on com as to lower the tariff price 
limit to 73s. A financial crisis arising out *6f over- 
jlpeculation, however, checked the movement and sus- 
pended fiscal reform for some years, 

Ilf 1841 the task was resumed by §ir Robert Fed ' 
80 
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the tariff then included duties on 1150 at tides, the 
majority ‘of which were unproductive, while some, by 
their j)iol]ibitive character, yielded little or nothing. 
I’c^l persistently aimed at siin[)lifying the method of 
taxation, and at reducing the cost of collection. He 
abolished pioliibili\e duties, reduced considerably the 
duties on raw mateiials and partly inaiiufnctured goods, 
and in a less dcgiee those on manufictiires, and as 
a means of tiding over the period of reform he re- 
introduced the income-tax. 

Peel’s policy was a definite advance iow.iids free 
trading, although he ictahied the duty on c«)ni, re- 
garding agilcultuie as a national industry of special 
importance, llis complete acceptance of free trade 
followed quickly on tlie Irish famine of 1845; the 
Corn Laws were rcf)calcd in 1846, with the e.vc option 
of a registration duty on corn, which survived till 
1869. An Act for the abolition of the Navigation 
Laws was also passed and came into operation in 
1849. 

The reform of taxation was continued by Mr Glad- 
stone, who completed the establishment of the free 
trade principle, and also removed several vexatious 
forms of excise, including the duties on buildui^*» 
materials (1S50), and on soap (1S53). repealeS 
the special taxes on advertisements in 1850, 
duties on iicw.s['aptTS in 1855, and on paper as a 
material in 1S61 ; bn Iter and cheese were relieved in 
i860; the tea duty was lowered from is. to 6d. in 
1865, arid hops ^vere freed in i86^; the sugar duty 
was repealed in 1 S74, and the malt duty was converted 
into a beer duty in 1880. , 

Briefly, the chief outcome of the fiscal legislation ofithc 
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nineteenth century was to render the Britisli tariff 
purely a financial and economic system. ' Customs 
duties are now non-pnitcclivc, and are cotlcctcd on 
only about a do/cn diffcu-nl kinds of arliclcs. ' They 
are derived mainly from lux Lines, are economically 
levied, and arc vciy prodiiclixc. TIicm- eifects are seen 
in the returns of the n ieiiue from custom.' in 1913-14 
The chief yield (; 4 ^i 8 , 2 .Sp.( 03 ) is fn^m toh.uco; wine, 
spirits, and beer give ^£5 S‘p,i74; ti-a jiehls >^6, 507,729; 
sugar, ;C3,27«S,54^ ; coffee, cocoa, cui rants, rai.sins, fig.s, 
etc., contribute ;6i>o75,S9‘‘' ; a other items pro- 
duce about 30,000, making a total of 5.608,890. 
As a group of taxes levied on articles of ordinary* 
consumption, mostly above the rank of nei:essarie.s, 
these cu.stoms duties can lx* relied ujion to piovide 
a fairly steady revenue, any fulling off in the yield 
in one direction being usually compciis.iied by ex- 
pansion in ('ther directions. I'he total volume is, of 
course, subject to moderate fluctuations, arising from 
the causes which affect the general prosixjiity and 
consuming power of the nation. 

A few items in the list call for .special comment. 

Under the pressure of war the duty on tea was 
irtlscd in 1900 from 4d. to 6d. ; increased in 1904 
to 8d. per lb.; in 1914 it sh^od at 5d. per lb. 
•’The duty on sugar (rcjicaled in 1874) was rcimposed 
in 1901 on a graduated scale, varying from 24d. 
to 5od. per cwt. The tax (i9H) vaiics from icxl. to 
22d. per cwt, according to the degree of polarisation, 
Sugar is a necessary article of di^t, and it is also 
an important raw material in the manufacture pf 
jam, pickles, beer, and blacking. The average annual 
consumption of sugar in Great Britain amounts to 
83 
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nearly 90 lbs. per head, and the tax involves therefore 
a real sacrifice. There is somclhing to be said for a 
duty^on sugar in Great Britain, as for a salt-tax in 
Injlia. Adam Smith regarded a tax on sugar as a 
desirable tax, and one which should be retained to 
touch the K)wcr classes, aiid it certainly succeeds in 
reaching the classes wlu) do not p.i)' income-tax. Also 
sugar is loo bulky a coinint'dity to induce smuggling, 
and, as it is an article of guieial consumption, a small 
duty^ upon it raises a considerable revenue. 

During the sev(‘ntics there was much agitation for 
“a free bieakfast table,” that i^, the removal of duties 
on tea, coffee, and cocoa, a.s well as on sugar. If, how- 
ever, tliesc iiidiiect taxes be all abolished, some other 
means, .such as an extension of the income-tax, will have 
to be devised to reach the classes who might otherwise 
escape taxation altogether; for the sound maxim that 
all should contribute in some degree to the expenses 
of government must not be forgotten.* The duties on 
intoxicants do not touch aKstaiiicrs, and the tobacco 
duty cannot touch non-smokei . ; uie time seems hardly 
ripe for the remission of all (Jther indirect taxe.s, since 
it would require a much higher .standard of public 
morality than that yet attained to secure that all 
contributed equit.ibl}' by direct methods alone. 

* This argument assumes the duty to be paid on all sugar alike ; 
the question of bounties and tlic eilects of the Biussels Sugar 
Convention are not here uodei consideration. 

* Professor Jevons insists The more carefully and maturely 
I ponder ofer the problem of taxation from \%i ious points of view, 
the more convinced 1 always return to the principle that all classes 
of persons above the rank of actual paupers should contribute to 
the State in the proportion of thdir incmnes.”— “Principle; of 
Economic^** a Fragpient, published 1905. 
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(2) The rcimposition of a duty upon imported com 
in, 1902 (repealed, however, after one year) was in dffect 
a return to jirotection, and had not the same dc/cnce 
as the su'^ar duty. It was stipporteil by the argument 
that the tax would “broaden the basis of taxation”; 
but without doubt a tax bread, winch is the 
cheapest, most common, and mo.t nourishing food, 
must fall with greatest seventy upon the poor, and 
it has necessarily the defect of all duties uptni imported 
articles whicli can also be produced at home. Such 
taxes yield a revenue only on the imjv'rtcd I'oilion 
of the siip[)ly, while they raise the cost of the whole 
supply; the consumer pays a higher pi ice for all, 
while the tax is derived only fioiii the imported 
portion. Taxes which produce this rcMilt cost the 
community much raoie than they yi{*hl. luirllier, they 
always tend to become merely pniic'ctive duties, shield- 
ing the iridustries they favour from foreign competition, 
and bciieriting only the ixrrsons directly interested 
in those industries, while inflicting a biudcn upon 
the whole community. Moreover, tliey maintain less 
efficient modes of production by removing the stimulus 
of healthy competition and thus guaranteeing the pro- 
ducers of the protected article a monopoly in their 
pwn country; tlicy are, in fait, devices for keeping 
up artificial prices, and are wholly ineffective and 
uneconomic as taxes for revenue. 

This is not the place to examine at length the 
arguments for pioteclion, but it may be pointed out 
that imports ar 4 ‘ bought w'ith exports, Mid that 
they cannot be obtainivl without the payment of an 
equivalent in some form of goods or service. It is 
the Ivghcst interest of a country to employ its capita] 
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and labour most efHciently, i,e^ in the industries .for 
whidi R is best adapted by its natural conditions and 
the skill of its peojde; with the products of these 
industries it*can jjunl'ase abioad the commodities which 
it* can proiluce less eifioieutly Fiee trade is only an 
application of the i.imi»lc and obvious piinciple that 
the most efficient modts of production jicld the larj^cst 
wealth. And the richer the coinniunily becomes by 
adopting the most efficit nt mctliods, the belter will it 
be able to contribute to taxation in other ways. No 
duty which is piotectivc in its operation can become 
a productive revenue-lax; the two aims arc incom- 
patible. In so fax as a tax j^rotects it yields no 
revenue, and in so far as it yields revenue it does 
not protect the industry. 

Import dutie.s, as a rule, fall upon the countries 
which impose them ; the only case in which the foreign 
producer could be compelled to pay the whole duty 
would be w’here an im|)oiiing countiy is the sole 
market for a commodity which the exporting country 
must continue to produce; such a case is rare, if it 
exists. Countries are not generally so restricted in 
their industries, and, moreover, exporters have tlie 
whole world for their maikel; and when tlieir foreign" 
market for a pioduct is made uiiprbhtable in any 
country, they seek other outlets for their energies anef 
commodities. Thus their trade is diverted to other 
countries. Also if a countiy attempts to exact toll 
from a customer country, the latter most frequently 
retaliates* by otliey* duties, and the robult is detrimental 
to both. An expensive machinery is set up in both 
countries for endeavouring |o extract duties from 
each other-^ game of mutual waste and futility, 
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des1;ructive of trade and productive of mutual ill- 
wilL' ; , 

Import duties and excise duties are alike taxes upon 
consunipliun ; \hoy are at prcMiit very' convenient 
mctliods for i.'t'Miig |).\rl nf tlie rcvrniie of countries, 
but they should be cnifd'ucd purely hjr revenue, and 
the sciiune of duties si u mid Ixi caiefully ordered so 
as to be cc(>noiiiic in folia b'*n, poti'm li\i‘ in every 
ease, and well balanced, ntm the) ihouid not be 
imptjsed upon priniaiy naevvaiics of life. 

The lanff-i of most ermnlries ate not dl-*^'encd purely 
foi revenue, but with a vie.v to the pjotc'.tiun of home 
industries; yet, in the reino\dl of bainers between 
different slatts and the extension of the areas of 
common t.ixalion in many coiinliir'', it is liojcd that 
the los^i fioin prola li\e taxation is bein^L; lealised, 
and that ullini.itely llie.e injurious s_\s'ieins may 
disapimar. In tiv I'liiled .Slates pndectivo duties 
are not pt'nmltcd to be Iciied by ime stale against 
another; cvciy new aiea admiitcd into the union is 
brought under the comm-m tarifl. Germany has ex- 
tended her Zollveiein, so as to make the Customs 
Union G)mniensiiiatc witli the empire. The Australian 

Tlic tlTvCls of ulnhalion aic well illublrainl by llitee coni- 
yaialively ttu'iit Luiopcaii Umitl wats : 

’ (l) Retneen Kram e and Italy for the years 181*18-98 : during the 
first eight yec^is I' leiKh cumnicice with luly fell from 499 to 340 
millions oi fiancs 

(3) Between Germ.anyand Russia from 1892-95 ; in this interval 
German trade with Russia fell fioin 723 to 487 millions of marks. 

(3) iSctwceii l-'rance and Switzerland from 1,892-95 ; t/ie trade of 
France with Switzerland was reduced fioin 337 to 180 millions oi 
francs. 

In all these cases commeicu began to revive immediately after 
retaliation was abandoned. 
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Commc)nweaUh has replaced the customs of the several 
coloniof by one general tariff. Other states, France 
and Italy, have removed restrictive duties within their 
areas. Even the m(<^c!ncnt for a llritish Imperial 
Customs Union has tic one merit of seeking to 
remove the impediment; to trade which exist between 
Great liritain and lier rcdon'cs. aidimigh by some 
methods jwpKscd it woiiki infict a treater loss by 
setting lip re tiaiuts coninicrcr with otlicr countries. 
ThciiC rnovements bcan to point to a ficriod, however 
remote, wlien the worid will become one economic 
area for trade, when n.itious will only impose taxes 
on imports for economic purpi^sos, and will avoid the 
waste and e\'i)cn.se which ensue from the prevalent 
tariff .svsterns 

Export Duties formc-rl part of the “ Ancient Customs,” 
and were a fcatuie of the old system of taxing the 
operathuis fjf tiadirg for pmp(.‘.es of icvcnue. Export 
duties appeared definitely in Ihigland under h'dward 1. ; 
for several centuries duties were Icvud on cxjrorts of 
wool, hides, and leather, and later upon manufactures 
of wool and linen, and also on corn and coals as 
"Customs Outwards.” The tax on exerted wool was 
levied w'ltli the further object of k« oping the rftw 
material at home to encourage the w'oollcn industriesj^ 
The Mercantile theory, which favomed exporting wifh 
the idea of obtaining a balance in money and even 
gave bounties on c.\ ports w'ith tliat aim, did not succeed 
in suppressing thc.se duties, and it w’as not until Peel’s 
reforms* of iS.|« that cxjiorl dirties were removed. 
The duty on coal was retained until 1845. Export 
duties do not appear again in the British tax system 
until 1901, when the coal duty was reimposed^ at 
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per, ton to aid in raising funds for the South .African 
War. This duty, repealed 1st November 1906, /realised 
in 1904-5 the sum of It is a matt^ of 

much difficulty to determine with accuracy the ultimate 
incidence »)f this particular export diil)- ; the burden 
has been varicmsly assigned to coal -owners, miners, 
shit)pers, and foreign purchasers. 

In the case of an export duty on a commodity of 
which there are other sources of supply or for which 
substitutes can be obtained, the rise in price consequent 
on the export duly would induce foreign customers to 
seek for supjilies from other competitors ; this would 
reduce the exjiort of the country imposing the duty, 
and the tra-Je would either suffer a loss in reduced 
business, or be comjxdlcd to pay part or all of the duty 
by lowering the price to the foreign client. In cither 
case various classes, directly or indirectly interested in 
the industry, would be affected adversely ; meanwhile a 
fall ill home prices might stimulate the Iiome demand 
in a slight degree. If the tax imposed be so small 
that the rise in price docs not influence the foreign 
demand, the foreigner may pay the tax. Rut it mu.st 
be rcnicnibered tliat the foreign sui>ply-markct of any 
country for an article which is not a monopoly is wide, 
and, in fact, may comprise the whole world outside 
tllat counlr)' ; competition over so large an area will 
stimulate production in other countries, and render it 
difficult for any one country permanently' to extract an 
export duty on an article of common production from 
all its customer-cornitries. If such a plun were^ssible 
DO single country would be allowed to monopolise the 
privilege, but the practice avould be adopted generally ; 
this, 'nowever, is absurd. No country can compel other 
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countries to pay its taxes by selling to them its 
ordinary products at an artificial price. 

The only case in which a country can recover an 
export duty'from a j)urchaser is that of the 

monopoly-suji[»ly t'f a ncccs'^ary, or of an article much 
in demand, which there is no sub.'.titale. In such 
a case, if all the prodiii-ers in the taxing country 
combine to put up the price so as to ctjvcr the tax, 
the duty may be obtaincjl from the f(jn‘igu bujer; if, 
however, thei e be competition for the foriiL;n trade in the 
taxed articlt' amongst the stllers in the laving country, 
or if the fon igner can recluie his demand, pait or all of 
the tax will be paid by the exporting country. 

As rogaids r.ritish steam-coal, it is impossibk; to say 
with ceilainly on wlioni an e\|)< rt iluty would fall ; the 
circumstances which govern iLs demand abtoad arc ex- 
ceptional: it is said to possess mrinopoly value by its 
peculiar quality, and as the dtmand is maini) for naval 
purposes the kavign im])c}i ter would probal .1\ pay the tax. 
India recciillj alToi ded a got'd example of levcmie derived 
from a monopolised export, \iz., a superior 0[>iiim pro- 
duced under regiilrit ions which rendeicd it a gmernment 
monopoly. Inrlia had ])cciiliar advantages for its pro- 
duction, and there was a large (kmancl in China, •at a 
price which yieKkfl a profit to the goTernment; Chfiia 
was the chict customer, and she accordingly paid tHfc 
duty. In 1907 the British Government, cm mui al grounds, 
adopted a policy of gradual reduction c^f the opium trade, 
which has been so successful that the export ceased in 
1915. During the fifteenth ccntur}> at the period when 
British wool had a monopoly value and was greatly 
in demand in Fl.indcrs, thj export duty on British 
wool was doubtless paid by the Flemish importers, 
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but they recovered it in the price of their exported 
cloth, which had tlicn a gicat reputation, ^'amphor 
from Formosa, and cinnamon from Ceylon,^ arc 
examples of mono|j<ilie;, wliich may yield a revenue 
by means of an export duty. liiazil imposes an 
export duty on cofT<.e, Chili on nitrates ; owing to 
the circuinstaiii'rs of pnjduch'on of tliesc articles the 
duties arc prulubly paid by imp^.itcrs. In the case 
of ordinary materials and niannfactiiies an export 
duty raising f>ticcs would st>on destroy the export 
tratle by transferring it to rival countries ; this method 
of raising revenue is therefore available in but few 
cases, and these are cases of mono[)oly, 

E.XLi\e Duties are a sysbin of inland duties imf)Osed 
upon articles ol consumption. They ate indirect taxes, 
upon home protiucls, intioducerl into the English fiscal 
system under the Long l^arhameiit, and copied from 
Holland, 'fhe term lilcridly implies a portion 

cut o/T fnini a commodity, and suggests that the 
State in effixt lakes this portion for its share. In its 
modem u.sc, the tcim excise is applied to all taxes 
on C('nim(»dili«‘S pu'duccd in a coimtr}^ in contrast 
with the aiiliuus duties which are levied on goods at 
the ^fionticr. The excise was adopted in 1643 to 
raise funda for ’the Civil War; it was imposed first 
dn beer, cider, and perry, and later on other con- 
sum.'ibles, fo«.id and clothing. The tax was retained 
at the Restoration, and was extended to many kinds 
of good.s. 111 his cclebiated “excise scheme'’ of 1733, 
Sir Robert Whdpok; included much noore than excise 
duties. Tic sought to reorganise botli the excise and 
customs duties and to cf^t economies by simplifica- 
tion vind co-ordination, to put a check on fraud and 
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smuggling, and by providing bonding-houses for ware- 
housing* iin[)orts to remove obstacles and encourage 
trade; the scheme was economic in aim, and tended 
in tfle direc!i<m of ficc f)')rts and free trading. Ilis 
projected reforms were def'.itid, however, by political 
opposition run I mif.ieprcheiitalion, and fi'rilicr attempts 
at financial ittorni were lieiaycd until 1‘ilt's fiscal 
measures were imr.nlu-\d. 'J'he cxci'^e piojK*r, which 
atone time wa*» imjK-swJ many i lasses of materials 
and goods, is now levied almost exclusively upon 
intoxicants, and a cu&t'iiui duly upon any imported 
article which c.ni be pioduccd at borne is met by an 
equivalent excise orj the home fuodiut. The yield 
from Inland ancniie on spiiits and beer in 1914 w'a*? 

With the Kxei'-e or Inland Kevenne <01* also inclndwl 
the /V/.T 3^)8) and the icvenue from 

Licences (i.) for dop^s, carriages, gtm^, garpe, male 
servajits, armori.il healings, and (ii.) ft>i permission to 
follow certain occiipaliims • -tlucse of publicans, brewers 
and distillers, tobacco dealer.?, auctioneers, pawn biokcrs, 
dealers in gold and silver [date, hawkers, pcillars, etc. 
The total amount yielded by licences in IQ14 was 
;^'5, 371,168. Of this sum only a sm.dl part T/cnt 
to the account of imperial rexemie, far the larger pro- 
portion being paid to local authorife in aid of local 
taxation. 

The general result of an excise, as of a customs duty, 
is to impose an indirt'cL ta< on the consumer to the 
amount ©f the (]pty. Hut there am secondaiy effects, 
and many taxes have been repealed not so much on 
account of the pressure of the duties as on account of 
their indirect effects upon industry. If the charge be 
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made upon a process, or at an early stafje in the 
manufacture, or upon a material or agent, it in\-^>lves 
additional expense to the producer, which will hecoine 
an element of cost to lie recovcrcfl in I lie s'dle; hedev it 
isanctonumit nuixiin th.»i dulic.i<jn coinnun lilies should 
be levie I only on tin* finislied article and never on 
the raw in.iuiiai. 'l.ix.ition >-11. mid t«nuh jmxluctlfm as 
lightly as pos-abU*, and slinuld iii.ilher .stiilL lli<; industry 
nor tend If) make it a invin'»|!«>ly. When a thoice lias 
to be made hf*tu(.en two t;;MS, the attiele which 
stimulates mdihtiy dmuld be exeiupled 

The aim of taxation is revenue; by ctnifin'ng indirect 
taxes to few artieh's the cost of collection is diminished ; 
the selected ai ticks shouM be, however, sufficient in 
number, and of such a kind as to toueli all classas, 
and to reach in a moderate degree thost; who do not 
contribute to din ct la\atif)ii. Ti)p articlc‘> suitable for 
taxation vary witli the circumstances f)f a country and 
the habits of the people, ua and coffee, l)cer, spirits, 
and tobacco^ arc very suitable commodities in Great 
Britain, while a salMax is almost the only form of 
taxation which can touch the masses in India. The 
rule that nece.ssaries .should be free and that indirect 
taxes should fall only on luxuries is thus a counsel 
of perfection not always attainable; in a country 
^here Ihrcc-fourths of the population consume no 
luxuries, the majority can only be taxed through 
necessaries, and in these circumstances there is no 
hardship in such a tax. 

There is always a limit to the productivity ^of any 

Immodeialc smokers and drinkers contribute heavily to taxa* 
tion; the consumption is of luxuries and it is optional This 
taxation raises revenue but imposes no economic burden. 
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particul^ tax; by this is meant that a heavy fax 
may* reduce the revenue-yield by discouraging con- 
sumption. The point of profitable taxation is a 
fljattcr of impt^rlanre to be ascertained by govern- 
ment; finaiifiers by experience become able to fore- 
cast the probable effect of a small addition to the 
duty upon an article; this is not by any means a 
constant proportion, since the elasticity of demand 
is variable, and much depends upon the state of 
prosperity and the habits of a people, while the con- 
ditions of tiadc are also subject to many causes of 
fluctuation. 

The method of ad valorem duties or taxing com- 
modities ill proportion to value is desit, ible; but it is not 
easy to carry out, and it is not arlopted to any extent 
in Great Ibitain. The tax on tea, for example, is at 
the same rate on all qu-ilitics alike, w'hile an ad valorem 
tax would be rated according to the quality of the tea, 
as expressed in price per lb. It is objected that since 
a uniform tax jier lb. is heavier on the cheaper qualities, 
therefore its incidence is greatest on the poorer classes 
of consumers, and that the tea duty inflicts an injustice; 
but the practical difficulties of ad valorem taxation are 
so great that it could not be applied to tea wdtfl any 
approacli to justice or economy; thfe attempt would 
involve great expense, would lead to evasion, and woufd 
favour tlie consumption of the inferior kinds of tea. It 
must be recognised that no single tax can secure equity, 
and that in the British .system coiiijx.*nsation for this 
defect is foundi in the aggregate of the taxes ; those 
who pay relatively most on tea escape direct forms of 
taxation altogether. In som$; cases an approximation to 
taxation in proportion to value is possible— Spirits 
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and beer arc graded according to their strcngt|?, which 
can be easilj^ tested ; similarly sugar pays accordiihg to 
the devTcc of sacch.irinc matter, 

Ta.ics on the transfer cf wealth arc taxes on 
actions or pio e-^vi; they are an interfcrcMce with 
the freedom of business and cxr!iaiv;c, and so far 
lend to chi ck af’tivity and im]>e'le progress. They 
may in some in.dain.^‘s be rcg,irdid as fens for 
services render ed, but in most cases they arc a tax 
on the movements of capilal, and fall on a limited 
cla.ss which is very acii\o .ind very prorluctive. They 
are defendrd as “not Rit,*' as falling mainly upon 
speculative profils, and as not being siilticicntly heavy 
to interfere inatciially witli trade. They are con- 
venient ill collection, and the yield is such as not to 
attract great attemiou, \\hile their incidctii e is upon 
the accumulated Vkvalth of the comfortable classes; 
thus, though they cannot be trisaicd as a large or 
important factor in taxation, they may, if not 
excessive, rontribute something in a composite system 
towards equitable distribution of taxation by imposing 
an additional charge on wealth. In so far as they 
restrict transfer they mteifcre with efficient action 
and 'may influence the direction of investments of 
capital; the incMcncc accoiding to circumstances at 
•Ttia time may be upon either the bu}'er or the seller, 
or it may be shrired. 

Stamp Duties arc not a special class of tax, but a 
mode of collecting various kinds of revenue by a process 
of registration. Tlicy arc duties u[)(>n documents or in- 
■ struments essential to render certain proceedings legal. 
This kind of taxation i,s sometimes self-collecting, 
sometimes effected at a public office, and it is 
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enforccfi by requiring the stamp record for legality; 
such taxes are easily ‘graded on an ad vttlorem basis. 
Sla;np duti^es arc iin{K'M\I on difiVieiil of acts 
•5-the sale of jMo|i'ai), sik cession to t‘snit»’s, deeds 
of gift, leases, scttienuiits, life iiisuianccs, lontracts 
of many kinds, a;yieLnii ids, sale of slfH,k and shares, 
etc. Slaiiip duties arc also paid hu liicuces gi.inting 
permission to I'How \.iii«»us occupations-- those of 
soliLilurs, batil ctwni'y.’n. irs, eU. This initial 
outlay tends to liinit llu* numlKis cnti'rjiig those 
professions; it is an ekincit of expense, and becomes 
a factor in the chuiges for the services of those 
classes, and thus ultim.ildy falls on their clients. 

Stamp duties were cops d from Holland in 1694. 
They were much extended duiing the follow'ing century, 
and es|)ecially at the time of the wai with France; 
modified and consolidated after 1S13, they weie revised 
and improved in method in 1853, uh«.ii Mi (il.idslone 
adopted the penny receipt stamp. I'lic system was 
again simplified and reduced to .a code by the Stamp 
Act of i8;o. The vari(»u.s stamp duties now yield 
almost ;{'io,fX)0,ooo i>cr annum, and afhc't a consider- 
able list of transactions. They aie giouped under 
four heads as relating to (i) Fills of Exchange ajid 
Promissory Notes; (2) taxes on reccipt.s, cheejues and 
drafts; (3) transactions relating to projjurty — sale's, 
settlements of money, leases, and securities for money; 
[4) other deeds and instruments concerning wealth. 

Some stamps are merely a convenient method of 
taxing a coiiinxidity ; .such ate thl' duties on patent 
medicines and playing cards, whicli fall ultimately 
upon the consumer, and in. so far as they tend to 
check the demand they limit the capital employe^ 
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in the industry. The incidence of taxes on receipts 
is most probably on the icceivcr, who can at’ the 
moment of payment easily afUird the tax, while it is 
too small to be peuqKihle, 

Taxes on the Sii/' oj immovable prol'erly (land and 
houses) have been criticised as iinpc'^in^r restraints upon 
the free exch.iny,e of this class of wcvlth, aiid as hinder- 
ing its dcvclopincnt l)y prevenlinj; it horn {massing readily 
into the hands of those who aje best .able to render it 
prctduclive; they were iigarded by Mill as a fine upon 
tlie seller who ubiially parts with his f>ropeity under 
some necessity and therefore incurs tlic loss of the 
tax. The incidence of a lax on Iran^ler is doubtless 
determined by tbe relative ui;.,etuy of the seller or the 
buyer at the time; the price b fixed according to the 
la\c of reciprocal demand, and is much affccled by the 
degree of ))ublicity and consequent extent of the market. 
As a tax paid by the biij'cr is an addition to tlie price, 
it reduces the amount of his offer, and tlius in ordinary 
cases the tax is probably shared between the buyer and 
seller ; in any case it is a tax upon accumulated wealth 
which acts as a check upon the facility of purchase, 
and by its friction lends to reduce the amount of 
business. Land is the raw material of agriculture, 
and an essential factor in all industries ; taxation on 
its emplcjymcnt is, therefore, like the taxation of all 
raw materials, undesirable. I'ecs for registration and 
for legal charges incurred in the sale arc necessary, 
and registration is desirable, both in the interests of 
the dealers and of the community. Charged for this 
service are not strictly taxes, but the stamp duties 
on transfer are far in ctcccss of payment for public 
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1,005 822 

Ojinpaiik''’ 1 apil.d 1 *iii\ . 

;< >4,980 

t'ontLacl ‘I vihove id.) 

3TI 803 

Loan Capital l>uty 

21.218 

Jwireijui < 'citifii ales 

2(S,928 

Share Wananls 

150,160 

Dills of h'.\'( liaij;fC .... 

1,035,806 

Compositioiifi for Dutks on I'lli^ and 


Nfite.s of Haul .> of Kivdand anil 


Ii eland and o( ( 'ouniry PmiiI.s . 

124432 

Licences and Certifji ales .... 

I 7 SJ 54 

Life Insiirancc.s 

in, 218 

Marine Insmanrc-. 

if*9.C37 

Receipts, Drafl.s, and otlv.r id. Sta»ups . 

2^116,830 




The Eaikvav f^afy i ‘5 ^ tav upon conuminicalion and 
transport In Great Tiritain the duly is 2 per cent, on 
fares above id. per mile on tlie uiban pas.scngcr traffic, 
and 5 pe? cent, cjp country traffic ; fires of id. per mile 
or less arc free from taxation. Thf tax yielded 288,360 
in 1914. The raihva)' duty is a sjK'cial tax upon one 
form of private capital, since railway companies, ‘‘like 
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other industries, pay both income-tax and local rates. 
The lax is a survival, and is inherited from the old 
5 per cent, duly on staj;e cf»aclies; it is supposed to 
be justifu-cl as fallinij upon tlie holders of a transit- 
monopoly. 'I'his defence of the biN, however, involves 
a amtradiction, sinre the lower faies arc specially 
cxcmptcMl fn»m taxation in order Itj confer a boon 
upon Ihc pnorer passenjyers, and this exemption mu.st 
rest on th»' a'.sinnption that the passengers would other- 
wise pay the tax. The incideiite is difficult to trace, 
and is not uniform, but it pt(»kd)ly falls upon the 
ordinarj' shareholders in most cases. 

When the r.iil\vay is in competition with other rail- 
ways, or with other modes of transit (si a, canal, 
tramw^‘^y, etc.), to that extent the mon<*p ly is limited; 
the Company endc,ivoins to secure its share of the 
traffic, and cannot therefore place any spe cial duty 
upon th^: passeii.rer without the risk of inducing 
him to adopt the alternative mode of transit. Hut 
when the railway has pt-aolically no comix'tilor, and 
its traffic is more or less a.ssured, it can adopt a 
higher sc.alc of chaige.s, and it may shift the duty 
to the passenger as an extra charge, so long as 
it dbes not drive him away by raising the price 
aliove the marginal utility of the service. Duties on 
transit are common on the Continent. In France a 
railway duty is levied on gocxls and on pas.sengers, 
but French railways are largely financed by the 
State, which guarantees the interest on tlie share- 
holders' capital. » j • 

Taxes on transport are uneconomic; they tend, like 
duties on commodities, to jaise prices, to check business, 
and ' reduce consumption ; and they create economic 
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friction, which is always an obstacle to trade. The 
British railway passenger duty is a relic of an anti- 
quatjjd system ; it raises little revenue, and is not based 
upon any scientific principle. Goveriiineiit rfigulation 
of railways is necessary, and can be effected by other 
means; but duties on transit cannot be re';ardcd as 
economically desirable in an industrial and commercial 
country; they hinder the natural distribution of wTalth, 
and, like any other cause of expense, they tend to divert 
trade into competing cheaper routes ; they are particu- 
larly undesirable in a country which desires to cultivate 
an entrepH trade, or which is engaged in the business 
of a carrier by shipping. In such a country any 
okstruction to free movement or anything which, like 
heavy dock charges, increases cost i.** injurious, and may 
be fatal to the shipping enterprise by diverting its trade 
to rivals. 

The Po^t Optc affords a j)cculiar source of revenue, 
For the 3'etir 191.1 its caim'ngs (excluding telegraphs) 
were ;£'23,94S,785, and its expenses /‘2,728,f)iSc». 

A high rate for postage, telegrams, or telephone 
messages is of the nature of a transit duty, and is both 
impolitic and uneconomic, .since it tends to restrain 
communication and to reduce business. The lft’iti.sh 
Post Office charges are, however, very small, and the 
net result is a surplus revenue of ;f2j,220,io5. This 
mode of obtaining revenue has been ol)jccted to as a 
tax upon correspondence; it is defended as a simple 
means of raising a considerali’e amount by a method 
which has no a]*prcciablc effect on ibusiness, and which 
practically docs not touch the poorer classes at all. 

It is questionable whetber the i’ost Office net revenue 
can properly be regarded as a tax, it is rather a c£Ae of 
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trade-profit. The postal service is a monopoly con- 
ducted by the State; it satisfies, perhaps, ]jcller*lhan 
any other juililic iiiulcrlakinjr the conditiotis requisite 
for a State businc‘ss (‘nlerpiise, vi/. • simplicity, routiije 
method, the air, cine of ri'.k, an** the greater efficiency 
of a sinijle organisation. The ca])i1.il is larj^e, and 
consists mainly of public buiMifj;', :ii,d ediicli's. .md, in 
the case of lulc:^rcj]ihs and leleplu*tk*.-,, of wires, polc*.s, and 
mechanism. The functions of the Post Office include 
not only liansmission of letters, jKipers, p.ircels, and 
telcj^rams, but vaiious citlvT tasks for wliifh it furm.s 
a convenient iustriiinent, such as the coHcction of taxes 
on guns and dvrj'.s, the sale of btamj)*. for receipts, a 
State-banking system for .small deposits, and the trans- 
mission of .small debts and ci •dils, the rale of goveiri- 
ment stock, etc. Some of ihc‘c .'xrxite^ arc not very 
productive, atnl I'ost Office banking involves a positive 
lo.ss since the rate of inieicst paid by the State is more 
Uian it receives, wlien c.\ ponses of staff are taken 
into account. It seems fmpossdde to assign the Post 
Office net .suq^hi.s definitely to any one of its many 
functions, though far the largest portion must be 
derived from profits on its primary business of Ictter- 
cariybng, and that mainly in urban districts .since the 
ex'j)cn.scs arc rcl.ttively much less in towns than in rural 
districts. In any case a substaniial net income is 
derived from the wh'de group of business transactions; 
the charge for letter tr.insit is exceedingly small, while 
the gain to the nation is consklei able, and the advan- 
tage of a reduction in postage wtnild be trivial to 
the mas.ses ; the burden, if any. is widely diffused ; it 
is fairly equitable, and it cannot be said to restrict 
communication in any degree ; finally, the surrender of 
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the surplus would entail tlie necessity of some other 
method of raising le venue to that amount. 

To the flutics of the Tost Oflla s was added on ist 
January i<p<j the paj'inout of Old A'.;c IVnsIons; and 
on the isl ji.Mim loi-* the system «if lln* Nati'uuil 
Telepluiiie t ‘fnij'.niy was j.hued under the cnntrol of 
the (icueral Ofmo. 'I'hc Iii.uiann' Act (iSth 

July ^\)' y was a lurll i r addition 1.. ihi.,e dutiis. 

The ;iiid /'..'y/ //n s(i\it:cs have each 

involved a l.ii initi.il uiitla\ nf lajinal, and cannot Ixi 
rt’j]ard'‘tl din cl ly a-, souiccs of iwunie, but liny yield 
an iniiP' n -t' conve li' »ice and cctuiomy ol lime and 
laboiirto the cimnuniily. lla\in;; ix;Mrdonl)' tocostof 
iro'isin>s.\>iW in H;! | the Telegraph slioued a ij.ilance 
of/' 3 o;i,i;r', and Tekphonc^s mi ilu; yeai s 

\voJ•kill^^ Tluii public utilsly is tin ii jiMifKatioii, and 
tills is i'll munii-nsnr.dile. 

It p m.iins iiierel}' to mention several othor small 
items of natiipiial income wliiih aie not deii\c‘tl from 
taxation. Crohm lauds contribnle /S3 <Vhx’>; these 
arc regarded as Stale pn»|.erly devoted to a .special 
jinrpo.sc. In tail) times the major part of the loyal 
revenue was dc'ii\c‘d from laiuk'd proiierly , as lues been 
.shown, this .source of incimie was reduced by the 
extravaijant Ly‘iiLro.sit\' and injudicimis expendilnrc'of 
some ol the .sovereij’iis ; but other Miuuub of incoinfe 
were found, and w more pixM]iKli\e. loom the 
acce.ssion of William III it became the practice 
to charge the expenses of Royalty u[)on a more 
permanoiit fund. called the "Civil List,” for which an 
amount is voted at the accession of the soveiei^ni. At 
the accession of George lll.,(i7f)0) tlie amount of the 
royal income was iiicrea.scd owing to the .surrender by 
loi o 2 
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the King of the Crown revenues from land; these 
lands have since been managed by a department of 
State for woods, forests, and land revenue. 

Another interesting item of national leVenue is the 
income derived ftoin an investment of ;^r5,ooo,cxx) made 
in Surz Canal Shiues in 1S75, nr.w valued at ^'34.929,000, 
and which for the year 1913-14 yii‘ld<d a dividend 
of ;^i, 246,379. Sundiy l(».ins made by the Jiritish 
Governiiieiit to Nigeria, Gicccc, and a few dependencies, 
paid during the year 1913-14, a.s interest and repayment 
of capital, 1,579.972. 

Under the head of Miscellaneous Revenue for the year 
1913- 14 are receipts amounting to .^2,303,92.]. These 
comprise fees paid into the Courts of Justice, and for 
registration of patents and stamps. Profits on the 
Mint amounted to ;^8oo,674; the Jiank of England 
contributed 87,046 mainly from profits on the issue 
of uncovered notes. Rea ii»ts from various dcparlmcnt.s 
and sources, including ;6M2S for Conscience money 
and ;^io,ooo from the Isle of Man, make up the 
remainder. 



CHAPTKR VI 


INCIDENCE OK TAXATION 

'J'llE proUctn of tlic incidence of taxation is the mode 
of its cli^rjlnitiiin ; it is an attcm[)l to unfold and 
explain the \diious cflects of a tax. 

Real incidence points to the ultimate burden of the 
tax in contrast with its first or immediate incidence. 
The effects of a tax arc often veiy complex ; shiftinjj or 
repercussion moves the burden on, sometimes quickly, 
to a second person; in other cases it is distributed 
slowly and may affect various interests. Shifting in a 
greater or less degree is general in die case of taxes on 
commodities and operations. 

Taxes arc shifted in various ways, and to pursue the 
incidence is often perplexing.' The uncertainly con- 
stitutes one of the diffiaillies of satisfying the canon 
of equity. Some taxes are shifted .fraudulenUy Hby 
eva.sion, that is by avoiding the payment, as by giving 
a false return of income, or by smuggling to escape an 
import duty. Again, the effort to escape from the 

' The difficulty of tracing the exact incidence of a tax is so great, 
owing to complexity of the (ircumstanc^s, that it has been pro- 
posed by Dr Cannan to dismiss the term “incidence" altogether, and 
confine the investigation to “ eflects ” ; this is m reality all that can 
be done, but the term “ incidence a prescriptive currency, and 
It has also a useful connotation. 
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burden of a new tax sometimes leads to the discovery 
ol ‘a substitute for the commodity taxed, or to an 
improvement which cheapens the cost of production, 
or efTects a j;ain l>y an economy of waste power 
material, pus-aldy ( xeM-dir."; in value the amount of 
the lax. This pitrc-.s is not prL>,Tr1\ a case of the 
shifting] of a lav, Init is rather a new step in economic 
devcl'ipiiiLnl and *iiie of the m.iny foims of pi'-^^ress. 

In the eciifiiunic si-nse “shiftinj^” is passing on the 
tax to another f)erson, as the importer passes on an 
import duty, and the di..tTler the t\cise duty. Often 
by the mere play of <.conoiTiic fnices a tax is in part 
passed on, a }it»rtK.n being ]*en'e hy the producer, and 
the icmaindei bciiig borne by the consutner or di-Aribiitcr, 
In some ii'slance*-' even nmre than the tax is exacted 
from tile c*in •.inner, since the relvance of a tax becomes 
an outlay of eapital which, ld,e tne other e’ernents in 
capital expeii«li»i re, is ex})cctLd to bear interest. 

In the m'Kle of c-Ilection of surnlry taxc.s. sbifting or 
transfer is dtsigntd. It is cxpct-teil that customs and 
excise dull, s w ill be jiaid by the consumers of the good.s ; 
the lax is levied ujkui the importer oi prwtluccr for the 
convenience of collection. In other cases the shifting 
is mr,. foreseen, or it is gre.iter or less than was con- 
teihplatcd, and •touche.s iiiterc^'ts not intended to be 
affected by its irnjjosition ; hence the dictum that 
“the evil rtf in.niy t.axes is in their indirect efTects”; 
since they may unintentionally inflict hardships on 
individuals, or be liurlful to production. 

A tax may be inposed at .such a Kite .as to add to 
tlic customary .‘-elling price of an article a fraction which 
will cost the piircliaser of small quantities more than 
' the tux ; the manufacturer or dealer will sell the article 
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at a price— the nearest fixed unit which will give him 
a profit lliat covers the lax; thus the consumer pays 
moije than Uie tax, while the Treasury obtains only 
^hc tax as revenue, and the dealer oi midflluriian gets 
the excess as j unfit-- an ad<!itu)nal lax of 6 d. per 
lb. on tob.i.co ni ;ht add ^< 1 . to the selling pi ice per 
0/ , so th.il buyer of h*,, than 2 o/. at a time would 
pay ineiLwed <hily at tli- fate nf fid. per lb Or it may 
be that the ''fleet of rm additional tax is to reduce 
demand; the proiluCir ot .ellcr is tlien compelled to 
suffer, cithei in a r *111111011 of l#ushy'ss, 01 by bearing 
pint of the tix In the simplest ca.'.e of a duty on a 
comiiindit} , pai'l piiinarily by the maker or importer, 
the tax will luid to Ik moved to tiie consumer; but it 
is inijios.ible to ascertain wiili :il)-"’iite certainty on 
whom the tu\ does rerdly tall in every case. Jneideiice 
i> an intricate and not abvalutcly determinable problem. 
'1 he anal}' .is is pcifomicd hy examining each .«?pecies 
of tax ^epaintely, and tljough for concrete case^^ \\v get 
only approximate tjutli, vet the* conditions can be stated 
and an ahstiact doctrine of tendencies can he established 
for cai h class 

A new lax Jias both <in immediate and an ultimate 
effect Us imiuv'diatc incidence causes a disturbance 
which is followed by some movement towards readjust- 
ment; the nature of this adjustment and the liiAe 
it requires dep'.nd upon the frcidom and extent of 
comiietition, and upcui the el isiicity of supply and 
demand. Some theories of taxation deal only with 
ff/Zr/zw/A results and ignore the iinmulidte effects, but 
meanw'liile taxes liave to be paid, and llieir immediate 
effects may operate dlsastrijusly before adjustment 
attained, for “taxes tend to stick where they fall’': 
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It takes time to move them on, since economic forces 
often operate slowly. 

The ultimate efilcl may he very different froii\ the 
immediate eff(xl. When the tax is shifted from the 
first payer to tlie disliihutei, who passes it on to the 
consumer, it is called forwaid-shifting ; when it affects 
a previous agent in production or a suh‘-idiary industry, 
it is called backward-shifting; if it causes a rearrange- 
ment in some of the factors of production and dis- 
tribution it is said to be diffuseil. Observation of such 
cases led to the Diffusion Theor)', which maintains 
that all taxes, no matter how imposed, are ultimately 
spread equitably over society by a process of accom- 
mo<lalion, which Is accompli.shcd through the action of 
competition, and that the burden of taxation is thus 
fairly distributed by a portion being passed on until 
the tax is diffused over the w'holc community in pro- 
portion to ability to pay. 

This view rests solely upon the consideration of taxes 
on commodities, which arc indirect, and it exaggerates 
the effects of diffusion even as regards these. But a 
large part of taxation is direct; it falls upon income, 
upon estates at death, and upon acts and operations in 
which* there is little or no diffusion. And it is not a 
matter of indifference on whom a tax is primarily 
levied, as it would be if the ultimate effects were always 
the same. All propo.sals for new taxation encounter 
opposition from some classes who feci assured that 
they will be sj)ecial sufferers thereby, while the same 
proposals are easily tolerated by those who deem them- 
, selves exempt from their operation. If it were correct 
that the income-tax which j$ levied upon a limited class 
' bf the community is diffused over all, then it would be 
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wiser to exact it from all cla.sses directly, and thus 
avoi^ the loss which must be memred by friction in the 
economic transfer ; further, the direct demand would 
secure the inoral advantage of bringing home to the real 
payers the effects of cxli;iv.i«.iMce in national expendi- 
ture. But a universal income-tax would be resented 
as unjust to labourers, and indc-d the ehie.f cause of 
the populiiiity of tlie inromc-tax is the fact tiiat its 
incidence is upon a limited i»or1ii<n of the community 
only. 

It is ccitain that some kinds of taxation impose 
heavier burdens than others, and pressure of incidence 
can be modified by adopting tliffcrcnt tiutliods. If it 
were not so, and if all I ixes weic diffuscil equally, much 
thought expended upon legislation in order to secure an 
equitable system of ta.\'afion has been wasted labour. 

Perfect adjustment of tax«ition is unattainable ; some 
taxes arc not sliiftcd at all, others are distributed, but 
according to no principle of equity; the conditions of 
their transfer and their indirect effects constitute the 
problem (jf incidence to be investigated. The ascertain- 
ment of thc.se tendencies may avert injury. Without 
it the hasty imposition of a tax may bring injustice 
and cau.se economic loss to small industries by .stamp- 
ing out some and crippling others, for a small mai^jin 
often determines economic existence. But the aim .of 
taxation is revenue, not reprc.ssion of industry, and a 
tax that entails the latter consequence fails doubly in 
its object. 

Incidqpce must be studied in effects upon con- 
sumption and demand. A tax imposed upon a 
commodity is generally expected to be added to thig^ 
pricey and to be recovered ultimately from the* con- 
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sumer ; this eflcct presupposes competition at all stajjes, 
and’ also tlie perfect mobility of capital. The assumed 
econoniir procedure is that the tax reduces the profit 
of the j)r'/dut.r or seller, tlint he '•'iru^jrles to recover 
his normal ra.e by a lise in ['rice, am] .so passes on the 
chaise to th' i-urauu/r. Th's b doubt the gent “ral 
tcTidetKT, but lh« rc art raau\ olv.t.ules to peiiect com- 
petition, and Ihf (.iTect [ip'iii 'k'u.ind '.if,, ri-c in price 
will also v’.iry with the natiuc uf tlie .ulitic: 

I. — If the la\f‘d Tirti* h' be a neet ss.uy or a relatively 

small item of tesj^mliiure tJt.. tax may not affect con- 
.sumplio!! : in suh a case the demand lor the ta.ved 
article is ;•/. //sAr so that its prtHluclmn and sale are 
not afTccIi 1, and tlie lax is paid by the consumer. lUit 
since the increased cost of obtainin-j die same sup[»)y 
as formerly wll icducc tlie jienewl 1-UjVv^ capacity of 
consumers, it will affect iluT tlemand I’a t)ll)rr articles; 
the effi'i t of tlie tax is tbn », tn fact, transJero'd to the 
produccr.s of those various indefirablc articles by a 
reduction in the demand for th»iin, which will tend to 
lower tbeif price. Such results would f«*llowa rise in 
the price of bread, caused cither by natur.il scarcity or 
by the iiufiosition of a lax. Many families, in order to 
obtain’their usual supply of this prime necessary, would 
be compelled to eul down their purilin.ses ctf other less 
nece.ssary articles; the incidence of .such a tax is, 
therefore, widely diffused — that is, not only do purchasers 
of bread suffer in a diminishetl power to buy other 
articles, but the producers of those other articles suffer 
from that diminished demand. . 

II. — Hut if the taxed article be a commodity for 
wkich tlierc is a .substitute ^or which is not a nece.s.sary, 
an attempt to recover the tax by a rise in price will te 
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followed by a reduction in demand, which will throw 
part -of the burden of the tax on the pro<liicei.s by a 
diminution Ihclr bu‘.iness. The producers will then 
cither revert to the fonuei price and thus be:ir the 
tax, nr they will ilii\e to Urp up an increased price; 
in either case, those who aie pioducing the article 
in the ciicumstaiues of least advanla.^e and making 
only a marginal profit will Mjlfer ino.st, and the}' may 
even be driven out of the field, Ihn*: i coloring the 
balance with a diminished consuniplion ; the surviving 
producers, owing to the consequent increase in their 
business, may not lose. Again, there are usually many 
stages in piodiiclion, and numerous grades of inter- 
mediaries before consumption; and if competition be 
imperfect at any one of these .stai;c.s, or in some one 
grade of distiibuters, the weak member^ will suffer; 
but if some one of tlic intermediaries (as, an 
importer or dc.iler) has a monoi)oly, he will bo belter 
able to pass on the burden. In the case of a group of 
commodities which are alternatives or substitutes, the 
imposition of a tax on one member of the grouj) may, 
by reducing its demand and increasing Ibc demand for 
others, tend to cause a ri.se in their prices, />,, to spread 
the tax over all. 

III. — If the article taxed be a producer’s or dealer's 
monopoly (the case of inu.ls and combiner) and tine 
article be not a necosary, the lax inuot reduce the 
profits of the seller on the su}»pnsiiiori lliat the price 
previously exacted measured tlie maximum utility to 
buyers. In .such a ca.se there is no real competitive price, 
but the monopolist fixes the price .so as to yield him 
the maximum revenue; this price, therefore, cannot fes 
raised without cutting off demand, the monopolist 
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has thus to choose between paying the tax or sub- 
mitting to a reduction of his sales ; he will adopt that 
course which will give him the largest, net rei^enue. 
In one case the monopolist pays the tax ; in the other 
the tax is paid by those who continue to purchase at 
the enhanced price, and the monopolist sulTers a loss 
in reduced business. If the article is one much in 
demand the monopolist may raise the price in the hope 
that it may occasion an agitation for the rei)cal of the 
tax. A tax on a monopolist imposed in the form of 
a tax on net profits is like a tax on rent, and cannot 
be shifted. 

Any form of control over transit, production, or an 
essential factor in production, which confers the power 
of excluding competition, enables the monopolist to 
raise price at the cost of tlie community. But a country 
which is a .sole [rroducer dues not necessarily get a 
monopoly price : there may be competition among its 
producers as exporters, and they may also be held in 
check by possible substitutes. These monopolies are, 
however, suitable subjects for taxation ; but it is often 
difficult to assess monoptdy-values, and to clisciiminate 
between the results of monopol)' and tlruse which would 
be tfie elTcct of healthy speculation, as in the absence of 
competition it fs irnirossible to say exactly what is the 
true competitive price. 

of taxation thus depends upon the effect 
of the tax upon price, rl^., upon supply and demand 
which are affected by price, and the possible fluctuations 
are very numeroua The principle involved jj general, * 
and applies equally to all cases of a rise in value— to 
/^ages and profits as well as commodities — and the 
effect^ dues not depend upon the spwial cause which 
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raises value ; a tax operates in the same way as any 
otlier. element in increased cost 

A pure theory of value presupposes perfect competi- 
tion, but in actual cases there are many limitations and 
impediments to innhility, and consequently the exact 
pressure of any particular tax cannot lx; staled. The 
problem is aho coinplicab d by the action tif counter- 
actiii" forces : a lax mu^hl Ihj imposed upon bread 

at a lime when abundant hai vests tended to cause 
a fall in price, so that no effctt on price might be 
ai)parent. 

The /Jtra of Tiivniion, or degree of giuierality, afifects 
the operation of a tax. If a lax is general, as in the 
case of a duly on tea or tolncco, its effect follows the 
ordinary rule of a rise in price ; but if it operates over a 
relatively small area or group the pressure will be dis- 
tributed irregul.'irly, In the case, for example, of a local 
rate being higher in one paiidi than in an adjoining 
parish, a portion of the taxed community may migrate 
to the cheaper locality, and thus the tax will operate to 
extinguish some rents and lower others in the more 
highly taxed locality. A similar result would follow the 
taxing of one only of a group of alternative articles 
of consumption— raisins, currants, and figs tea, 
cofTce, and cocoa ; cotton, woollen and linen goods ; or a 
tax on one of competing forms of locomotion; or one out 
of several methods of production. Part of the tax will 
in all such cases fall on the producer or purveyor of the 
taxed article or method. The alternative articles or 
methods are competitors, and the effect of a rise in the 
price of one article or method tends to divert consump- 
tion to the untaxed substitutjjs. The result is to pla&o ^ 
capital in the taxed industry at a disadvantage, ^nd 
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in time it will be reduced by the elimination of the 
capital employed at least advantage ; so that finally 
the capital permanently employed in the t^ixed enjploy- 
menl will be le'.-., the price of the article will agr-iin 
rise slighily, and afit;r time fur accommodation a new 
nru-mal will ho osiaMidu-f!, and the U\ .‘'hifted to the 
con.siiMicr. It i- iinp'>ssjh!«‘ Id lia-e the iiindonce in 
its varimis ‘,ta;;cs of adju^tnitnl in .smcIi criics; the im- 
mciliale inridonce will ]je inaiiilv iqxm tlio iiioducer or 
dealei in the tax(‘d article, the nUimAte iiu idence will l;e 
upon the consumer. 

The cficct of a new tar may be disastrous to 
speciali.seil capital, which has no mobility. The tend- 
ency of tlie new tax is to raise prices, and thus to cut 
down demand; but in industries with large fixed and 
durable capital this result will render sonic capital 
unremunerative ; it may be a less evil than closing 
part of the works (and thus w'asting part of the plant) 
for producers to submit to bear the tax until some part 
of capital is withdrawMi from their industr)’; thus supply 
and demand in the trade are adjusted at a new level by 
the wearing out of part of the fixed capital ; for this will 
not be replaced, and gradually profits in the industry 
will 'oe restored by the flow of capital preferentially 
to industries which are paying better profits. The net 
result is a serious temporary loss to that industry, and 
to the industries engaged in the supply of its machinery. 
This examination of diflerent cases of shifting points 
to the following tendencies ; 

(i) In the ca.se of an absolute necessary where 
demand is inelastic the new tax will be 
added to the (price, and the consumer will 
pay it; while there will be minor indirjsc^ 
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ciTccls arising out of his diminished buying 
p(jwcr in general. 

In th^; ra'iL* of ordinary comforts where demand 
IS very elastic, a siii.ill rise in prite has large 
eifecLs, and nia) sciiously cut down demand. 
A new lax will, in this cahc, be probably 
shared pnmariU' by producer, dealer, and 
cuii:3uniLr ; uliiniately, when .supjily and 
demand h.t\c become ailjusted to the new 
level, tile tax will be paid mainly by the 
consuinei. In c.ases where there are 
alternatives, or when subsidiary or com 
plemeiitary articles are involved, a tax on 
one coinmodit)' by a rise in its price may 
incieasc tlie demaiki for the others, and this 
may send up their price in some degiee. 

^3) In the case of a luxury or monopoly in which 
an article is already fetching the highest 
utility price, a new tax, il added to price, 
will reduce demand ; therefore, the |>roducer 
or controller of tlie monopoly will most 
probabh" pay the tax. 

(4) When production talvc^» place at different costs, 

the tendency of the tax is to squeeze oift the 
producer on the margin of "iAj profit"; while 
tlic superior producers can satisfy the whole 
demand if they choose to pay the tax. I’his 
may lead to larger producliuri by tlie reduced 
number of makers, and the law of increasing 
I returns may in time recover to tlieni the loss 
occasioned by tlie tax. 

(5) If a tax on an article is small relatively \b 

the cost, the law of inertia may prevem! its 
iij a* 
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removal to the consumer; the possible loss 
' of trade involved in the shifting may be a 

gic.'iliT inconvcniciiee than tli^t arising from • 
a slight reduction of profit; small ta^^es 
toiul to stick when' ill'*) f.ill, 

(6} If the article ta'.od is durable, and will 
a>ii'.e‘(]U(”illy make many successive pay- 
ments (the case of ina> hinciy), iind if the 
ta\' be appreciable, the tendency will be 
U‘ roiitiact dfiii.md, and thereby to alfect 
injuiioiisly the industries oiiicmK'd in its 
poKluctmn. Any lax which falls upon fixed 
caj)ital, or where there i-. little mobility, is 
shifted with difficulty anil very slowly; it 
tends to remain until the iiidU'iliy is narrowed 
down by gradual wearing out of plant, when 
it is paid [»}' the consumer. 

(7) 'laves should not be subject to frequent 
change; after time for adjustment to a 
tax thr, picssure is accommodated, and 
sucl) taxes tend to become no taxes by 
mere adaptation to circumstances in most 
cases; but this is not universally true, 
an unjust burden docs not become just 
by sisage; in some instances it becomes 
accentuated. 

The incidence of a tax on wages of labourers depends 
upon its effect on the standard of comfort which the 
labourers have adopted. This standard varies greatly 
both wdth locality and individuals, and as circumstances 
change over a period of time it can never be said to be 
absolutely fixed. In thc„case of the wages of labourers 
actually on the " margin of subsistence " the tax would 
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be shifted, since by the hypothesis the wage could not 
be reduced. It was held by Adam Smith that in such 
caseji, a tax, would operate to reduce the number of 
labourers, and thus the tax would ultimately be moved 
cither to the enijjloyc.r’s jinjfits or to the consumer in 
higher prices, l^'roin the nature of the rase the operation 
of the shifting of tlic t.ix \\r»nld lx; slow. 

If by a tax on wagt s tlir Kd^'iircrs’ -.tindard of living 
be lowered so that th-ir thKlency is ,i1sm reduced, this 
will react on the value in iheir woik ; hence ultimately 
the tax must lall, at all evt'uts in part, upon employers 
or upon the rest (jf ilio ccuninuniLy. In the case of the 
wages of skilled labi'ur with a high standaid the tax 
will he movetl with gruatcr difliculty, until at the stage 
when the lahf»urcr*s .vlrill [ains monopoly- value the tax 
falls altogether (m the labourer. In the wages of pro- 
fc-ssional and highly skilled labour there is an clement 
of quasi-rent upon which the tax may fall ; the more 
the employment parlal . s of the nature of a monopoly 
(whether of privilege oi udowment), the more does the 
rent factor enter in. Competition in these cases is for 
employment and positicni rather than directly for w^^yes ; 
this is seen forcibly in the ca.se of barristers, medical 
men, artists, clergymen, and the Civil Service ; it Jtpplie.s 
similarly to the more highly .skilled trades. In siich 
cases the tax cannot be shifted directly, but it wtll 
tend to limit the numbers in those occupations. In 
employments where rent enters les.s into wages, and 
competition, acting through supply and demand, is the 
agent which determines the standa-d wage, it is more 
possible for a part of the tax to be thrown upon the 
community in higher price.*?. The principle involved 
is the same as in the case of commodities, but owing 



INCIDENCE OF TAXATION [chap. 

to tlic greater friction in the play of economic forces 
in the case of labour — from want of mobility, expense 
of changing employment or locality, and ,the difficulty 
of waiting— supply and demand cannot be adjusted 
readily as in the case of commodities; consequently 
the shifting of a tax is slower and more uncertain. 

A tax on general profits is a lax on capital, and 
cannot be directly shifted ; but since profits vary 
greatly, it would cruise (listurbance among profluccrs, 
and might squeeze out the smaller employers; also 
by discouraging saving atid investment of capital and 
causing its migration in search of kit ter returns, it might 
lead to a rise in prices and a diminution of employ- 
ment, and thus shift p.art cif the tax to consumers, 
and part to labourers in lower wage?.. 

But saving is now influenced by othrj- motives besides 
the rate of interest, and the history of the last half 
century shows that it has increased simultaneously 
with a fall in the rate of interest; it is improbable, 
therefore, that employment or general prices would 
be materially affected. A tax on capital is, however, 
economically harmful, and also unfair, as being a penalty 
upon thrift ; it is not very probable that such a tax, if 
general, would be shifted. A tax upon the profits of 
special industriec would, however, be shifted by causing 
Clipital to move by preference to other industries not 
similarly burdened, prices would then rise in the taxed 
industry until it became equally remunerative and 
attractive to capital. 

Taxes on a surplus cannot be shifted, thus a tax on 
economic rent of any kind — ^agricultural rent, ground 
rent, the quasi-rent clcmcijt in profits or wages — would 
remain; the only forces which can move it operate 

ii6 
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indirectly by discouraging in some cases the creation 
of the surplus. In the case of the rent of agricultural 
lanc^ the dc|$trine is that competitive rent is fixed by 
the margin of cultivation ; on the margin the whole 
produce measures the cost of production and is 
absorbed in price ; and in this case there is no rent to 
be taxed. But superior land pays rent, and a tax on 
this cannot be shifted; the tax cannot touch price, 
for rent does not enter into price; a tax on rent 
thus remains T\ith the rent - receiver. The same 
reasoning applies to urban ground-rents. A tax on 
differential ground -lents, U.^ those which have mono- 
poly value, cannot be shifted since it falls on a surplus ; 
a tax on the lowest ground-rents might be shifted to 
the tenant since there is no building-land which does 
not pay a minimum rent. As has been already stated, 
owing to the imperfect woiking of coniixitition these 
principles, true in the abstract, are tendencies much 
modified by circiim&tances in individual cases. 

Rent of land is nut in all cases purely a surplus, a 
part is due to the investment of capital in improving 
the land, or in making it accessible ; rent in such cases 
includes interest on capital, but it is not easily separable 
from the “unearned" rent, and a special tax* upon '> 
rent would fall upon both alike. If* a tax on rent 
were to check investment of capital in land-impro^ 
ments, it would cause the tax to be shifted in part to 
the consumer by a rise in price ; to obtain the requisite 
supply of food recourse to poorer soil may be necessary ; 
with a £all in the margin of production the law of . 

■ dhhiilishing returns comes into operation ; this means a 
faigb^ cost of production, ’^us a tax on rents dertt'cd 
fiwIpapfpvemenU in land acts as a tax on capital sunk 
II7 •: 
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in land, and tends to limit such investments, and to 
raisd prices, and falls to that extent upon consumers. 

The same reasoning applies to that portion of psofits 
which resembles rent; it arises from superior skill in 
management, which is a \cry variable faculty. A 
tax on special profits which touches only the superior 
employer’s special gains will not be shiftcc^j^i^^ it 
reaches the lower ranks of employers wheraBDrad 
of profit is practically «//, it may drive outiKe %k 
employer allogelher. A tax on profits, therefore, 
presses in different degrees upon employers, and i1^ 
incidence in many cases would be transferred in part^ 

A general prc»peity-tax on hoiiLCS is at its. iirst 
imposition a tax on a special form of capital, and will 
affect the su[)ply of houses. If it be arlded by 
the owner to the ordinary house-rent or be collected 
from the ficcupant, it will tend to check demand, 
and this will react in discouraging building. If 
house -supply be inadequate the rent may be 
temporarily increased by the tax until supply and 
demand have equated. The tendency of a tax on 
any special form of capital such as house-property 
Is to discourage that kind of investment ; ultimately, 
when ’profits have recovered the normal, the tax will 
fall upon the cohsumer just as in the case of tea and ■ 
tobacco ; thus in the long-run, since houses are articles 
of universal consumption, a tax such as the Inhabited 
House Duly falls mainly upon the occupier. 

A taxon iuhmtcd property (estate or succession) is 
a tax on that special capital at transfer; it .{cani^‘ 
be shifted, and falls on the new proprietor, T^eit 
are' however, indirect cffcats upon capital if saving be 
thereby diminished 
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A tax on personal property which is not productive 
capital cannot be shifted. Such property being used for 
the ^enjoympnt of the owner (like pictures, jewellery, 
carriages for pleasure, etc.) is not sold, transferred, or 
employed as capital under comixitition, hence the 
tax remains with the consumer. It is a kind of 
sumptuary tax, levied mostly as a direct tax ; such are 
, the duties on guns, dogs, armorial bearings. In the 
r^l^illia^ of commodities thus taxed (like carriages), there 
"^'.indirect effect in the tendency to reduce the 
demand ; and the tax when first imposed may injure 
the industries concerned, thoi^h ultimately, after time 
for adjustment, it is paid by the consumer. Such taxes 
fall only upon a limited class, to whf)m the motive for 
the enjoyment of the special luxury or distinction 
probably appeals more than the cost of the tax ; hence 
the ela.sticity of demand is very slight. Carriages used 
for business purpose.^, as in the case of medical men, 
form part of their capital equipment; the whole cost, 
including the tax, tends to affect the remuneration of 
their services, and therefore indirectly to fall upon 
their clients in tlie long rua 
^Special taxes on property such as the land-tax, when 
first imposed, fall upon the owner. A purchaser x)f such 
property will pay less for the land in consequendfc of 
the tax upon it ; the seller, therefore, loses the capijnl* 
value of the tax in the sale; subsequent holders do 
not in effect pay the tax, since it was eliminated in their 
purchase-price of the land. 

The Judget of 1909 introduce^ several important 
changes both in principle and in the modes of taxation 
of land : 

IhitiM on Land Values.— Of four kinds, based on .the . 
, , value of land sites to be determined by awalua^, ' 

« 9 , ,, 
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as on 30th April 1909, and to be applied to future 
unearned increment of land other than agricultural. 

1. General Increment Value Paylble whenever 

the owner realises the lucicmcnt by sale, or by ft 
new lease fur more than fouilccn >ears, or at the 
dcalli of the ouner. Since Coipurations do not die, 
they aie to pay eiery fifteen years as well as on 
sale or re-lcltuiy The duty to be in every 
of increment value, and to be paid by stamp. 
Exemptions: (n) ii^niculunul land possessing only 
agiKultiiral land value; (i?'} bniall agricultural hold* 
iiV',3 of not more than 50 acies ^ticcupied and 
cultivated by the owner, the value of which do not 
exceed ^75 per acre ; (t) sites of small residences' 
oicuincd by the owncis, or by lioldcis of a fifty 
ycais’ lea'.c, when the aunu;d value docs not exceed 
;^40 in Loudon, ,^’26 in olhci towns of 50,000 
inhabitants, ;^i6 m other cases. 

2. Ilewsron Ilu/y.—PayahJe by tlie lessor on the deter* 

mmaiion of a lease at the latc of ;^t in every ;^io of 
the benefit gamed by the lessor. Agricultural land 
to be exempt, also leases of which the term was less 
than twenty-one years, and reversions which deter* 
mine in less than forty years from purchase, if purchase 
was made lieforc 30th April 1909. fining leases also, 
to be exempt, and allowances to be made on leases 
renewed befoic the ex]>iiation of the original lease.' 

3. Undeveloped Land Duty^ levied on the site value of 

non-agricultural land woith more than ^50 per acre,' 
not built upon or used for any industiy other than 
agiiculture. The duly to be payable by the ownqr^ 
or by a lessee for a term of fifty years at the ra];e' oif 
^d animalljy on every of site value, which is 6^' 
by a quinquennial valuation of the marlwrt’Vahw of , 
tlic land as divested of any buildings, ExelhpttOhff|' 
are made of recreairion grounds, parks, open j|pao^|; 
etc., for public purposes, and small ho]jd|ngs/^,^'b|i^ 
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thin ^500 site value occupied and cultivated by the 
owners.^ 

4. Mineral Righis Duty, levied on the rental of rights to 
woik niinernls or mineral waylcaves (excluding clay, 
sand, chalk, limestone and gravel) at the rale of 
5 pet cent, on the rental value, and to be paid annually 
to the ('town as a debt. Kxemplion : land held by 
local m ratui'4 aiillionlies, or oi rupiecl and used for 
the pill poses of a <hanly, and also l.ind occupied by 
railw.ns, canals, docks, waicr, and other statutory 
comiianiCii so long as it is applied to those purposes. 


IThe Finnnee Accounts, 1016.17, stale ili.it for the yeai 1916-17 the 
Vnimhpti Land Duty gavu— 

Gross ipcfipts , , , i>j 2 

Ri p.iym''i'*s . . . a^'i; 6 it 

This indicates a loss of 7s. 911,, iudi'|j« tulfuit of the cost of 

collccuon, etc. 

The icsults spciii ''•c.U' el) to jusniy the v.\i&tciKe of this tai^ 



CHAPTER VII 

rUULTC CKKDIT—NATIUNAL DKIITS (1914) 

Public debts are phenomena of modern growth, yet so 
general and so large arc they in advanced communities 
that they have come to l)e regarded as almost a mark 
of progressive civilisation. Tlic old c.stablished countries 
of Europe, the younger republics of the New World, 
the British Colonies, and Indio, liave all alike incurred 
these liabilities. The public loaning system is an ou^ 
come of the economic developments and monetaiy 
methods of tlie last two centuries; the large use of 
credit, the system of banking, the utilisation of small 
capitals by joint-stock combination in carrying out 
industry and commerce on a gigantic scale, and the 
many facilities for employing savings to advantage by 
their ' aggregation, all have combined to create a' 
machinery for ' borrowing and lending which bar 
become of vital import to the economic condition ot 
a country. A highly organised system of banking, 
the money market, and stock exchange are par^l^ 
developments, which have rendered all classes famSi^ 
with loaning and investment; the application of, 
their machinery and methods to public, expenditure 
was inevitable. Great «• nations and small states^ 
colonies, municipalities, and corporations have Jbecoj^i^ 
120 
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borrower, and public expenditure Is now greatly 
dependent in cases of exceptional outlay upon public 
loan.*^ t 

* Public debts, like taxes, may be grr»upcd as imperial 
and local. Ix)ans arc issued by both states and local 
authorities, and a lar^e percentage of the stocks quoted 
on the Stock Exchange are those of slates and corpora- 
tions. The National DclHs of the world in 1914 are 
estimated at more than ;4’7,.Soo,ooo,ooo ; of these, the 
debt of France amounted to 1,0 15, 000, 000; that of 
„ Great Britain in March 1914 was ;^^49,7;o,390 ; the 
’idebt of the United States is 2 12, (-00,1 00 ; of Germany 

250,000,000 ; of Russia more than 945, 000, 000. 
Australia has borrowed ;if273,ooo,ooo; New Zealand 
j^So, 300,000; Canada 000,000; India /'300,000,00a 

Local Debts in Great Britain alM^ arc rapidly in- 
creasing. The Metropolis (County Council and various 
Local authorities) in 1914 had borrowed / 132,607,301, 
and the total outstanding loans of the Local authorities 
in England and Wales amounted to /562,630,04i at 
the close of the year 1914. 

Formerly states accumulated treasure as a provision 
for contingencies. In mediaeval times hoarding Vas a 
common practice, and some modem ^nations (Russia 
and Germany) still maintain the same method 
storing up bullion and coin for war purposes. Prior 
‘ to the growth of the credit system these hoards were 
the only reserves immediately available in war, to 
provide subsistence and staying povter, and to cany on 
ofienstve and defensive operations. The early English 
Uag^ obtained private loans /rom the Jews, LombaMs^ 
an4 f^er foreign bankers, or extorted from their subjects 
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forced loans to meet emergencies. Henry VI I, hoarded 
wealth which his son scattered ; the Stuart sovereigns 
borrowed from the goldsmiths and bankers ; but t^e re- 
pudiation of his debts by Charles II. destroyed the royal 
credit, and practicrtlly put an end to the borrowings of 
British kings. Following the example of Holland, a 
system of pledging the credit of the Stale, in the form of 
a National l)t bl, began soon after the Engli.sh Revolution. 

The hoarding system has obvious limitations and 
drawback.^; reserves in time of peace are idle, unpro- 
ductive, and c<jstly, and they soon become exhausted 
when the occasion for tiicir use aiTives. 'I'hey withdraw 
from service a commodity which costs much to obtain ; 
they also affect prices by raising the value of money, 
and they form a temptation to the enemy to seize 
a weapon which can be utilised against the original 
owner. Economic science ha.s shown that money is 
scst left “ to fructif)' " by use in the hands of its owners ; 
I'f required, it can then be drawn upon in the form of 
taxes or loans ; and meanwhile, wealth is better engaged 
in carrying on productive industry, which will add to its 
power of contributing loans for public wants in times 
of need, than by being stored away in guarded cellars, 
The tt:al reserve of a nation lies in its power to subscribe 
to taxes and loans, that is, it consists of the revenue 
ahd wealth of the people, and this is better accumulated 
as active capital by individuals than as a hoard by. a 
government. 

In an age of expanding industry many circumstances 
, have favoured the«growth of the loaning; systc^n 
the creation of National Debts. Such debts 
moHgage upon tlie wealt*h and industry of a liatioii^ 
secured upon its taxes and future revoiue. ^ Is 
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cases special taxes arc set apart (ear-marked) to meet 
the interest on loans ; in others the interest becomes 
a charge upon the general revenue of the country, 

' National debts arc largely the product of wars, and 
they have been increased by every great war. The 
historj' of tlic British ilelit illustrates this fact. It 
commenced after the Revolution of 1688 with a floating 
debt of The need for funds to carry on the 

war with Trance led, in 11)94, to foundation of the 
Bank of England, with a capital of ;^i,200,CXX), which 
was lent to the Government at 8 per cent. The 
neglected debt of Charles IT. was taken over a few 
years later at j^‘664,264 (half the oiiginal sum) as a , 
State liabilit^v. The war continiieil to make fresh 
demands, and the debt accumulated, until, at the Peace 
of Ryswick in 1697, it am»juntcd to i^2i,5oo,cx« 
in 1702, at the death of Willi.im 

III., it had been reduced to 16,40c), OCX) 

In 1713, after the war of the 
Spanish succession (Treaty of 
Utrecht), it amounted to . . 5 3, 680, OCX) 

In 1763, at the end of the " Seven 

Years War,” it was .... i38,865,ocx) 

In 1783, after the War of American 

Independence, the debt was *238,000,000 
In 1802, at the Treaty of Amiens 
on the suspension of the war 
with France, it was .... 537,650,000 
In 1815, after Waterloo (Treaty of 
Fan’s), the funded and floating 

debt amounted to 876, 000, coo 

In 1854, before the Crinfean War, 

it had fallen to 808^00,090 

123 
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In 1857, the Crimean War, 

' and Indian Mutiny, it had . 

risijii to /^a3fJ,9l8,oo^> 

In IcSqq it had become reduced to 027,562,000 ^ 
In 1903, after the South African 

War, it had a;,'ain increased to 770,778,702 
On 31st j\Iarrh 1005 the debt, iii- 
cUidni;^ Inindcd .uidljufiuidud 
dcl>t and capital lialulity for 
TerininablcAnniiitics, stood at 755,072,109 
On 31st March J9i^ the total 

debt wn*? 649.770,000 

The I'reiu h debt has grown up within a century to 
;fb?3 5, 370,960, of which Ihiec-foinths has been caused 
by war (about ;£',vx.'',f.xx),f>cx) rcprc'^enls Slate interests 
in Frcncli raibvnj^); the Fiancu-riciman War alcuic in- 
creased its amount by /,34oa'io,fKO ; it is the largest 
national deljt in cxisteiiu*, and costs ;f3‘\350,000 per 
annum in ini crest On the other hand, the debts of Inilia, 
Australia, atul Canada have been incurred mainly for pro- 
ductive purposes, and they arc remunerative in so far as 
the loans have been well cxi)cndcd. The German debt is 
mainly productive, and is leprcscnled by a large material 
asset ‘in railways and other public property; the debts of 
corporations arc* mostly created foi the purpose of public 
w»rks and enlcrpiiscs, some of wlsirh )’icld a revenue. 

Loans may he either forced or voluntary. Forced 
loans are in effect compulsory taxes exacted from a 
limited class, and are therefore unjust The methods 
of some early Eng»lish kings afford examploe of loans 
made under pres<;urc, and the system may be said to 
have continued down ta the time of the Stuarts. 
France in 1793 also adopted hnancial measures which 
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are properly described as forced loans. Sometimes 
appeals for advances have been made to paliifjtism, 
as iij 1848 by Trance and in 1870 by Gcrin.in)'; but 
Jjuch measures are not very sue essful, and fail to 
call loith a Ijearly n-.js nse The modem kind of 
“forced hwii,.’' most fu-qiantl) adopted in a national 
enicr^^ency, takes tlic f'lin of an n-ej of iiii'<>n\erlible 
paper curiency, and im.h'.v sLtn inehidinp, Great 

IJrit.iin (I7o7-i8*i0i Trail i* at the Kevohition, and 
the Unileil Slates duiiiij; the Civil Wai. have evlendcd 
tlifir credit by this means uuthi pussure ot llic 
c\'i;^t'ncics ol war. The result is th.il the p.oveninKiit 
secures a loan witluiut ink rest to the iimounl of the 
paper issuet), but the intfon suffers an eoaioniic loss 
tlirougli the rise in prices which usually follows as an 
effect of the ad<1Ilinn to cmrency ; a general disturb- 
ance ill ]iiices and forei'^n trade eiinns, and ^nild is 
driven out k'» equate indebledncbs. Jlut inconvertible 
paiier seldom stops heic, it is almost certain to be 
over-issued; then its value immediate] falls, and 
depreciation continues with every addition. This is 
a {jreat national misfortune; the whole credit fabric 
is shaken, trade becomes speculative, a commercial 
crisis may ensue, and in any case financial and trade 
depression follow ; all clas.scs of crcdltois sufler loss, 
the State receives its taxes in the depredated paper, 
and when the period of redemption comes the Govern- 
ment must withdraw its paper at the face value, or inflict 
a severe blow upon its credit and future borrowing 
powers. *The system is economically di.sastrous; for 
the purpose of obtaining a temporary advantage 
great dangers, financial, industrial, and social, are 
meurred. Nevertheless most great powers in acute 
IIS 
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national emergencies have had recourse to paper 
issue?. 

Voluniary loam are of several kinds. , 

(l) A perpetual or peiinaneiit debt is a public loap 
on which the government undertakes to p,ry an annual 
intcre.st, but does not promise to re[)ay the principal 
at any jiarticular date: it becomes in tlTect a irermaneiit 
annuity of which the holder tan dispose through the 
agency of the Stock Kxthange at its market value. 
The State may redeem the debt at par (unless it has 
undertaken not to do so IrcAiro a s|)cciried date), or it 
can extinguish debt when funds are available by purchas- 
ing in the open market. This is the most convenient 
form of jrublic debt, and that in which the larger loans in 
Great Uiitain are now contracted. It is called Funded 
Debt as constituting a permanent charge upon the 
consolidated fund or j*ermaneiit revenue of the country; 
the Engli.di debt is also called “consoK” from the fact 
that a number of loans issued at different rates were 
unified or consolidated into 3 per cent, stock in the 
year 1752, and further consolidations have taken place 
by convension at subsequent periods. 

The amount of British funded debt in 1914 wa.s 
;{^5S0 ,Vo;, 872. The great merit of a funded debt is 
that llie countiy knows its liabilities, and can take 
suitable measures to pay its interest regularly ; it can 
make definite arrangements to reduce tlic amount of 
the debt. 

Unfunded or Floating Debt consists of loans for 
temporary purposes, repayable at fixed dates f they are 
primarily a convenience to meet the needs of exchequer 
payments while taxes air coming in; such demands 
126 
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ari.se for service.^ anti floods, and for loans made by the 
State, to local b(»di».s, and their payment may in 
, some^ cases anticipate the periods ^\hi‘n revenue is 
fj^llin^ due. Temi)f‘Mry d(‘lit is "uuTally rai.sed in 
the foim of 'InMsiiry JJills, usually ol short date, 
three, six, or twtlw nuuiihs, or e\f;n longer periods 
at .s«)nie low rate of iiU rel; n,(X)0,rx.io of such 
Treasiiiy liilK were in ciiciilatjon on 31st March 
1014. 'I'lu'-e bills aie much in demand, Ijcjn” con- 
venient for (.ipiteilfsLs wliosc moniy is Ihus at call; 
th('y are ne ;oli.ibh, aie jjatable to btsiier, jiass by 
dtliverv, and may he j)iid as tiiMs. It is an 
actepkd piincijtlc that unfunded or floating, debt 
should be kept as .small as p«»“ible, and that if 
circunislanccs occur which render the debt other 
than tempo! ary, some part should be leplaccd by 
fundiiiff. Exigencies arise in whidi the floatinj^ debt 
becomes exceptionally large and the time pciiod is 
extended; such occasions wvre llie I'rauco-German 
War and the .special conversion of llntid-i consols 
(1889). Securities for .special service called E.xchequcr 
Bonds are then created at a fixed rale of interest 
and repayable at a dcfinilc period ; £20,^00,000 such 
Bonds existed on 31st March 1914 pax.ddc in ''April. 
This form of security A\as introduced by Mr Gladstone 
in 1853. 

Tcrminnhk mmnitks arc a kind of sinking fund for 
converting permanent debt into temporary debt by 
capitalising part of the permanent debt and paying 
off both capital and intcre.st automatically in a fixed 
period. , The capital value of ISiilish leiminable 
annuities in 1914 was cs+inialed at £2g,s$2,'Ji^. 
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A large part of these annuities consist of Post 
Office savings banks and Chancery funds which have 
been invested in consols l)y the National Debt, com- 
missioners, and thus poi lions of tliese stocks haye 
been conimnlcd by being converted into terminable 
annuities which expire in ]»eiiods of about twenty 
years. The sums paid annually to liie account of 
the Savings Pank and tlic estates in C'hancery are 
equal to the intcre-.t on the stuck, plus an amount 
computed to produce by reinvestitient a sum equal 
to the original perm.inent stock during the period the 
annuity has to run. 

To the nation the effect is that during the interval 
taxation is increased by the additional payment, and 
at the end of the period a capital portion of national 
debt is wiped out. Tlie principle of Terminable 
Antiuities was definitely adopted by Mr Gladstone in 
1868 ; it was renewed m 1884, and has become a 
recognised means for reduction of debt. 

Public loans may be internal^ they may be sub- 
scribed entirely by the people of the country ; or they 
may be external, «>., raised wholly in a foreign country ; 
or they may be held partly by home and partly by 
foreijjn subscribers. The Dritish debt is mostly internal. 
Loans may opwratc (i) to absorb savings unemployed 
ih industry, and thus utilise for government purposes 
wealth that might have sought some speculative invest- 
ment at home or abroad ; in such a case they do not 
reduce the active capital of the country ; or (2) loans 
may divert wealth /rom private productive employment 
to government expenditure, in which case unless the 
Stale expenditure is for. productive purposes there is 
a diminution of industrial capital. 

' 178 
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But in cases where loaning would be a drain 
upon home resources, loans are generally external] 

, pporer countries and young colonies borrow from 
richer countries and take some of their surplus savings. 
If these arc applied in the borrowing country to 
enterprises which develop its resources, the loans 
increase the capita! of the world; the interest paid 
for its use may be much less than its yield, and its 
economic employment thus simultaneously aids in the 
development of the borrowing country while enriching 
the lending country, and it also creates an extension of 
international trading beneficial to both. The industrial 
development of India and Australia has been greatly 
promoted by British capital, and their economic progress 
affords proof of the beneficial rcsullsV external loans to 
both lending and borrowing countries. 

The debts of the British Colonies have been maitdy 
incurred for productive purposes; roads, railways, 
harbours, irrigation, and many other useful public works 
have been created by their aid: the progress of these 
countries has thus been hastened, and an advanced 
stage of civilisation more rapidly attained. Facilities 
for borrowing with indefinite postponement of repay- 
ment have, however, this danger, that they tc^pt to 
extravagant schemes, reckless outlay and speculative 
expenditure upon projects which may turn out to be 
premature or wholly unproductive. By this kind 
of hurried development some young colonies have 
burdened themselves with heavy taxation, and various 
young republics have been broughjt to national bank- 
ruptcy and repudiation of debt, which have destroyed 
their cre(j||^ and placed a . severe check upon their 
prosperity. 


129 
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No general principles can be laid down as to the 
expediency of national loaning. It mu.st be dcteraiined 
by the circiim.slanc<\s. The inelhod of loaning aivi the 
provision for repayment always constitute an essentijU 
part of the problem. 

It ha.s been urged as an argument against loaning 
that, in the alwence oi a system of public borrowing, 
the expense of war is limited by the cajjacity for 
taxation; that war is then enleied upon less readily 
and is less likely to be piotracled ; while, on the 
other hand, llie simple device of borrowing with the 
possibility of placing a large part of the burden upon 
posterity tends to cause war to be more lightly 
undertaken and to be prolonged unduly; moreover, 
it is held to be unjust that any generation should 
inflict upon those that follow the burden of its unjiro- 
(luctive expenditure. Since it may be a.ssumed that 
posterity will have its own difficulties and burdens, 
it is neither generous nor patriotic to pass on to it a 
legacy of debt created by the imprudence or ambition 
of the present generation. Inherited incumbrances do 
not make for the .stability of either families or nations. 

So conclusive is tliis argument that only great 
threate to national existence, struggles for national 
independence, ajid unavoidable wvars would seem to 
jisbtify a nation in casting permanent burdens of debt 
upon succeeding generations. If, however, a national 
crisis occurs, or some great principle is at stake which 
will affect the future of the country indefinitely, it may 
be right tliat posterity should share the cost ;• it cannot 
share the misery of the conflict Further, a nation 
under the strain of a great struggle may reach the limit 
beyond which further taxation would be unendurable, 
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or perhaps fatal to its economic stability ; debt is then 
the only alternative, lint it is a wise pidir.y tha^ each 
generation should pay its own wa}” in all matters of ex- 
penditure which cannot be shown to be cases aiialogniis 
to permanent invcstimnl of c.ipital. Adam Smith and 
David Hume ex[)ressed, in their day, great alarm at 
the giowlh of the debt, which, thev thought, portended 
iicTtional haidcniptey iii both means. Ma. anl.iy, at a later 
period, reg.iiding with satisfaction the rapidly glowing 
wealth of tlie community .md the gcneial imprrjvemcnt in 
the standard of liviu y. ralh« r ridiculed these pnulictions, 
m.iiiilaining tliat national nsourcis had im reaped faster 
than iiideliledncss, and that tin* rca! bin den of the 
debt was diminishing. This comiiarison, ignorantly 
inisuiidv ispMxl, led to the a<lo])lion of the absuid view 
that the lliitisli debt was actually a cause of national 
f)r()gre.s.s ; it was maintained that the nation had only 
lent to itself, and had llicri'by creattd a fund which was 
a source of wealth. A debt innirrt'd in omIct to j>rocure 
Iirodnctivc capital for a young awl vigorous country, 
well supplied with labour and piodiictive land, but 
lacking the means for its devclotnnenl, may become 
a source of wealth from the same (aiise.s that enable 
all well-employed capital to inciease wf allh ; '*l)Ut in 
any other sense a debt can be nothing hut a burden to 
a country, just a.s a private debt is a liability to-*an 
individual. The llriti.sh nation tiays soiu'* ;^J0,C>00,000 
annually in taxation, as intcre.st on debt incurred for 
expenditure on wars a cenlur}' ago. The nccc.ssity for 
such tajSation can hardly be rcgsft'dcd as a national 
advantage, even if the interest is jxiitl to J^riti.sh citizens 
who expend their dividends at home. The inevitable 
conclusion is that measures should be adoptcij^for the 
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reduction and ultimate extinction of the debt. True, 
the burden becomes relatively lifrhtcr with the g^rowing 
prosperity of the nation, and its severity is much# less 
felt when .spread over 45,000,000 people with tho 
present national income than it was in 1815, when the 
population counted only some 15,000,000 people with 
relatively much smaller resources; the diminution in 
the relative burden of the debt is, however, an argu- 
ment in fav\)ur of making some .sacrifice for its capital 
reduction. Considering the great increase in the wealth 
of Great Britain, the debt has been reduicd very slowly. 

It has been advanced as an argument again.st the 
reduction of the debt Uiat the stock forms a convenient 
and safe security for the investment of Trust fundi?, 
and for the rc.scrvcs of bankers, insurance societies, 
Post Office savings bank, etc. But it is no necessary 
function of a government to provide such security, nor 
is the sej*vice economically nccessar)\ Numerous other 
investments suitable for these purposes exist in India 
Stock, Corporation Stocks, Colonial Inscribed Stocks, 
and Debentures and Guaranteed Railway Stocks, etc. ; 
and there is a constant addition to this field for 
investment with the growth of municipal undcrtaking.s, 
the development of the Colonies, and the increase of 
population. 

‘Loans are issued {a) by a direct appeal for sub- 
scriptions, (d) or by negotiation through a banker or 
group of capitalists; the latter is usual in the case of 
foreign loans. The rate at which they are offered 
depends on the credit of the government,* and its 
estimate of the mon^ market, the current rate of 
interest, the circumstances at the time of issue, and 
the conditions of repayment. Loans may be offered 
13a 
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at a fixed price, or to the highest bidders with a 
minimum limit They may be effected at par, below 
par^ or above par. Sometimes a government finds 
^rcat difficulty in borrowing at a moderate rale, and 
then, rather than pay a high rate, it elects to create a 
debt of a higlier nominal capital than the sum it receives 
in order to keep down the denomination of the loan ; 
the system throws a greater burilen upon posteiity, and 
prevents the advantage wliich might be obtained by 
conversion of the debt at a futuie time. As examples : 
for jC33.t,5no,ocx:) stock created by I'itt at low rates of 
iiilerc.st the government received (ui!)' ;^ja<,C)00,coo in 
cash ; the 1904 Kusbian loan raised in h'lancc was a 5 per 
cent, hull, is->iu'd at 95, repa\aMe at par in five years, 
and aec'omfianied by a stipulation that a laige part of 
the loan should be taken in goods horn luance. In each 
of these cases the borrowing government undertook to 
pay back a much larger sum than it received, and this 
was done to keep down the immediate rate of interest 
Had the loan in each case been cffi’cted at, or below 
par with a higher rate, the immediate burden on the 
borrowing country would have been greater, but when 
the crisis had passed and an interval had elapsed, 
during which the borrowing country regained pros- 
perity and credit, the slock would wse in price*; the 
government could then convert the loan into one* of 
a lower denomination, that is, cither it could reduce 
the rate of interest by effecting a cheaper loan with 
which to pay off the former loan, or, what is more 
usual, Ibc holders of the loan wo^ld accept the lower 
rate tlien offered as representing its improved value 
at the current rate of interest. This process of con- 
version has been frequently accomplished. It was 
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commenced in England as early as 1714; the largest 
amount so dealt with at any one time was the 4:on- 
version by Mr Goschen, in 1S89, of /"s 58,000,000 British 
3 per cent, stock t(j 2J per cent, for 14 years, the rate 
to be then reduced to 2J per cent. This opeiation took 
place in a time of peace and prospnitv, \\hen govern- 
ment credit was hi";li, and vhen the normal rate of 
interest had been so low fo** a long period that it 
seemed to have f.dlen permanently to a lower level. 

It is impossible to ccunpare with any degree of 
exactness the biiidcn of debt in different countries; 
neither the amount of debt per head of population 
nor the rale of intoiest is any criterion. Debts 
may pay different rales of inleie.st, but the scvciity 
of the burden must also hit relative to the density of 
the population and the* detjree of juosjx'iity, to tlie 
standard of living and earning power, and tlie national 
resources of each country ; further, it is very necessary 
to distinguish remunerative from non-remunciative debt 
The debt of Great Britain amounts io about 7^15 per 
head of p<.]/u]aUoii (1914), that of India to about i8s 
per head, but the average income in Great Britain is 
many times gi eater than the average income in India. 
On thtfolher hand, a large part of Indian debt repiesents 
piocluctivc works fiuibvays and irrigation), while no 
pwt of the Britidi national debt can projicrly be .said 
to yield revenue. 'I’be debt of New Zealand, raised 
mainly in Great Britain, amounts to some ;C35 per 
head of poiiulatioii, but a considerable part of it is 
productive. It is, l^’Wevcr, an extravagant d(^t for so 
small a colony, even though the natural productiveness 
of the country be grcat. 

Methods for Reduction of -Some countries have 
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adoptee? violent methods for the diminution of their 
debt, and have attained their aim by repudiation, or 
by forcible reduction of interest Usually this act is 
preceded by gross public extravagance, revolution, or 
desolating war. There is no remedy against a defaulting 
or reiuiflialing state, unless by Hwee or by appropriation 
of its territory. 'J'hc repudiation, apait from its moral 
aspect, is a case of national banlrruptcy both of means 
and character; it becomes a check to development 
and trade, and is a destruction of national credit for 
the future; and it is as impolitic as it is dishonest. 

The print i[)le of appl)*ing any casual surplus revenue 
aS a kind of .sinking fund for the rednclion of debt 
was fidopted very early. It is, however, a slow and 
very inadequate method, since ii] some yeais there 
may be a deficit, and unless the revenue be arranged 
to yield a surplus annuallyj no definite amount can be 
calculated upon for reduction. 

The British practice is to provide in the Budget for 
a fixed sum to bo set apart annually for the pa)'mcnt 
of interest on the debt, and as a sinking fund for the 
redemption of part of the principal, 'i'his method has 
been systematically adopted since 1875, when the sum 
so appropriated was £2^,00^ \<joo. The oiiginal aiyount 
has, very unwisely, sufleicd reductions* at the hands of 
subsequent Chancellors on the gicuind of the pressure 
of exceptional expenditure, and the fund for repayment 
has been entirely suspended on several occasions. 

Pitt’s sinking fund of lytSfi, based on the calculations 
of a cciptain l.)r Price, was a financial delusion. Its 
principle was that the government should apply annually, 
through a board of commissioneis, a .sum of j^i,oo6,000 
to the purchase of stock which was to accumulate at 
*35 



PUBLIC CREDIT 


[chap. 

compound interest until it equalled and wipejl out a 
certain amount of debt ; and it was decided that, -as a 
provision for repayment, all future debts were If) be 
accompanied with a similar siiikiii'i fund. It was not 
until 1.^19 that the ab«urdity uf thi‘» method of merely 
takin^^ money out of on.* p >cket in order to transfer 
it to the other was tl'-rnly iindeisttuvl. 'I'lie fallacy 
was fully exposed by I).i\'id KiVaido, and tliis form of 
SiiikinjT fund was a! olldied in 1829. 

At one time the doctrine wa^ prevalent that particular 
taxes slioiild be set apait for the ic'jja>mL*iit of debt. 
Indeed Walpole, in 1716, chari’ed certain revenues 
with annuities f('r \hh purpose. At a later period it 
was proposed to assif^n the Dealli Duties to the 
rcdiir.tion of debt, and this idea was much favoined by 
Mr Gladsti ne. It has also been su{i}»cstcd that the 
Land Tax should be redeemed, and that the capital 
sum so obtained should be devoted to reduction of 
debt ; but neither proposal ha.s been adopted. 

It is obv ious that a systematic and persistent method 
is necessaiy if any real reduction is to be .secured; 
debt is an evil lo a nation as to an individual, and 
though the burden iH^comcs more tolerable as the 
nation* glows wealthier, debt is not an institution to 
be upheld. The nation should insist upon paying off 
a definite amount annually, and in times of prospeiity 
it should make sjX'i'iaily large contributions to that 
end. Every war has increased the debt ; the South 
African War added al)Out £160,000,000, and for the 
time put a clieck upon the reduction of the debt while 
it has practically wiped out the reductions of the pre- 
vious thirty years. This set-back only renders systematic 
treatment in periods of peace the more urgent 
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Some, economists have argued that so long as any 
undesirable form of taxation remains, it is better for a 
country to remit the tax than to reduce its debt. On 
this it may be remarked that if taxation is oppressive 
it will be difficult without effecting economics to raise 
further taxes for any purpose, and rcf)rm of taxation 
is in such a case essentia!. If the system of taxation 
is unjust it should be brought into conformity with 
established ()rinciples and canons of taxation ; but this 
is a matter quite distinct from the question of the 
amount or object of the taxation. And in any case 
the cxi.slcncc c>f a debt entails taxation for payment 
of the interest, and a reduction in its amount at any 
opportunity will be a method of reducing future 
taxation ft*r interest on the debt. The system of 
Terminable Annuities, explained above, is one mode 
of extinguishing a portion of debt by a special effort 
extended over a period of years. The proposal of a 
general contribution to pay off the debt is scarcely 
worthy of consideration. It implies cither that the 
whole community shall contribute capital, which is 
impossible ; or that the burden is to be borne entirely 
by tliose who possess property, wl)ich is not only unjust, 
but also impracticable, since the majority would need 
to incur private debts at higher rates Mn order to pay 
off their shaic of the National Debt. 

The method of convcision already described is a most 
effective mode of reducing the capital amount of the 
debt, provided that the reduction of the rate of interest 
is not accompanied by an additwn to the nominal 
amount of debt by means of bonuses granted in order 
to make the lower rate acceptable. The credit of 
the State and the circumstances of the money tnarket 
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ought to be such as to warrant the conversion to a lower 
denomination. This enables the gain by reduced 
interest to be api)lie(l to the reduction of principal imder 
that system of sinking fund which devotes annually 
a certain fixed anunmt to the purposes of tlic debt 

Local Joans — Tlu* p/eat (.xb-nsion of municipal 
government has called into existence a new kind of 
national debt, or rather a gi^up of piilihr debts, for 
local purpo‘-e';. These debts, which have increased 
rapidly since the Local Loans Act of enabled local 
authorities to borrow in the. open market, amounted 
for the year 1914 t<» more than 
United Kingflom, of this ^uIn the metropolitan h^ans 
account for ( >ver C, 1 32.u'.xi,a)0. The total h mount raised 
for local purposes in the United Kingdom in 1914 
was 3:15, 118, and of this sum nearly ^'20,cxx),ocx■) 
was obtained from loans. Local expenditure ha.s 
received aid from Slate loans under special Acts of 
Parliament from 1792 ; rej)n)'ment was formerly allowed 
over lengthened periods, some extending even to a 
hundred years, but .since 1875 local loans have been 
issued under regulations administered by the Local 
Government Hoard, w^hich rci|iiiies a sinking fund to 
be prdvidfil with each is.sue so as to redeem the debt 
in some moderate period, generally about thirty years. 
In-. 1887 the loans thus made by the Treasury for 
local purj^ases were .separated from the National Debt 
and were created into a Local Loans Stock. The 
credit of Corpoiation Stocks stands high, and they are 
now included in tlifi Trust Funds Act The tites vary 
from 3 to 3j per cent 

By far the gi eater pari of local debt is urban, and 
is due to municipal activity. About one-half of the 
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debt rpprescnts remunerative outlay on water, fjas, 
and* electric lighting works, harbouis, docks, quays, 
piers, tramways, etc, which yield a revenue, and in 
«ome cases, a profit; any deficit has to be made up 
from rates. Another large section of the debt is due 
to expenditure, which, though not rc\Lnue- yielding, 
is yet essential and directly beneficial to society : such 
is the expenditure upon schools, infirmaries, asylum.s, 
workhouses, public offices, baths, libraries, and fire- 
slalion.s. The remainder is occasioned by other works 
of public utility or for health, such as drainage, roads, 
parks, bridges, o()en spaces, artisans' dwellings, etc. 

The loaning system encourages public outlay upon 
improvements by the facility with which it enables 
capital to be olrtaincd ; the system is open to al>use, and 
loans have grown with alarming rapidity. The danger 
is that it renders extravagance ca*?}', and by placing 
the burden upon the future, it favtmrs a tendency of 
public authorities to embark upon enterpri.scs of a more 
or less speculative character. Some of these arc industrial 
undertakings which it might be more expedient to 
leave to private capital and risk, but over which the 
public could retain some control. Heavy burdens have 
in consequence been imposed ujKrn some localities for 
repayment of capital and interest whieh tend to check 
their progress and place their industries at a dis- 
advantage when competing with less heavily taxed 
localities. 

The practice of loaning needs to be exercised w'ith 
much discretion ; it is rca.sonable th^t expenditure upon 
desirable public works of a dm able character should 
be spread over a period which represents their fullest 
utility; on the other hand, that period should be 
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carefully limited, since fresh demands for expenditure 
const, antiy arise, and each generation will experience 
new wants and will have to meet new claims ppon , 
its income. 

The incidence of interest and repayment, as of all 
rates, is mainly upon occupiers of houses, etc., and in 
part on groun<l landlords; heavy taxation may drive 
away some of those rale-payers who can change their 
locality, and may leave the burden to those less able 
to move. The maxim “festina Icnte" applies to 
corporations and to young colonies alike in their 
eagerness for development The power of bi^rrowing, 
if exercised moderately and in order to provide the 
power of judicious expenditure, may become an instru- 
ment of rapid advancement ; but if practised in excess, 
or for purposes of outlay upon schemes of a speculative 
character, it may entail a heavy drain u[)on the 
resources of the district, and thus exhaust the wealth 
which would otherwise liave made for its progress 
and devulopment 



CHAPTKU VIII 

SOME OTHER REVENVE SYSTEMS 

In an earlier chapter it was remarki‘il that taxation 
is not merely an abstract pioblem ; the system of 
any country must be relative to the historic evolution 
and existinjf circumstances r>f that country. Actual 
taxation is determined to a large extent by local 
conditions and possibilities, and these bring into strong 
relief many facts which are more or less |)eculiar to 
the indiNidual case. Guiding principles do not vary; 
the classic canons of taxation are not superseded, 
but their application is controlled by special causes 
operating in each case. 

A brief account of the systems of taxation which 
obtain in two other important countries, India and 
France, will offer a comparison which will illustrate this 
statement. India is a country about half as large 
as Europe, extending over an area of i,So3,cxx) sq. 
miles (including the native state.s), and peopled by 
3 15, 000 , OCX) inhabitants of many races and languages, 
of whom only some 250,000 are Europeans. It is 
imoortant.to remember that two-thjrds of the popula- 
tion are dependent on agriculture, living at a scale of 
comfort very low indeed when compared with European 
standards, and mainly governed in their occupations 
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and modes of life and thought by ancient custom, caste, 
and tradition. 

l^or the year IQT5-16 the levcime and expenditijire of 
India were as f'»l lews : 


(Ikiiss Nj?t 

Keveniic 

l'’.xi»enditurc Ss.toJ.uiX) 5 ;,ki3,(vjo 

The diffficnce between the gross and net figures is 
accounted for by the fact that the government of India 
expends a very large amount u}>on productive works 
(railways, irrigation, canals, etc.) for the development 
of the country, and that the total receipts and pay- 
ments on account of these appear under the gross 
revenue and expenditure. In Great Biitain enterprises 
of this kind arc carried out by private capital ; in India 
there is little native capital or enterprise ; consequently 
the duty of stimulating progress and advancing the 
economic conditions falls mainly upon the rulers of 
that country. Deducting, therefore, the receipts and 
charges arising out of these necessary and remunera- 
tive undertakings, and also those connected with the 
cultivation and manufacture of opium, we obtain the 
net revenue and expenditure which afford the best 
iqdex to the financial position of India. 

NET REVENUE, 1915-16 

Land Revemu* . . /j2 1,260, 000 

Forests .... 2,065,000 

Opium 766,000 

('any forwaid 
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Drought forward . 091,000 

Ttixes^ ' 


Stilt . 

4 i. 3 n.ooo 

Stain p.s 

5 .irr.ooo 

Excise 


Provincial R.iles 

42/. JO 

Customs . 

5,720,000 

Income Tax 

2 ,CKJ( i/'Of} 

Registration 

518.010 


25,6jS,ooo 

Commercial Under iakini^s — 

Po^ls, Telegraphs i 6 38 orxD 

Railway Revenue 4,075.000 

Irrigation . . 1,058,000 

5,771,000 

Miscellaneous^ 

Tribute from 
Native States . ;f.|‘').j.0(:)0 

Mint Exchange, etc. 87 ,ckx) 

491,000 


Total Net Revenue ;^55.(/)i,ooo 

NET EXrENUITURE, 1915-1O 

Debt Services \ ;r 94 ,oot) 

Army, Marine and Military Woiks . . 22,261,060 

Collection of Revenue .... 6,698,000 

Civil Services 26,959,000 

Famine Relief 1 ,000,000 

Provincial Balance 1 31. 000 

;C57, 143,000 
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It will be seen that land is the chief source of 
revenue, and it yields about 40 per cent, of the net 
revenue ; taxation of various kinds gives ;^25,662,000, 
or 45 per cent., Ici'ivin'j 6, .752,000, or 13 per cent, 
from all other souices; a l.n;H- portion of the revenue 
arises from government enterprises of a productive 
or commcicial ch.ir.Ktcr, 'I’he government now owns 
nearly all the railwavs, and a very large revenue from 
this source is assured when the purchase of the main 
linc.s shall have been completed, which will take place 
in about fort)' )'ears. 

Expenditure falls mainly under two heads : Military, 
;^22,2C 1,000, and Civil, ;^26,95t),ooo. The military 
charges are not high when the extent of the country 
and the enormous population arc consiilcred, while 
civil expenditure includes (»utlay upon an unusually 
large number (»f government acthities. 

The pt(»giess of India has been very great during 
the last fifty years, and the burden of taxation upon 
the Indian community is probably lighter than that 
under any other civilised government; the average 
taxation amounts to only 2s. Od. per person, while the 
land revenue amounts to an additional i.s. 8d. per head. 

The revenues from salt, opium, customs, tributes, 
railways, etc., ^irc devoted to imperial taxation. The 
sevenue from land, .stamps, excise, assc.ssed taxes, etc., 
is shared between the imperial and the provincial 
governments. 

The Land i.s the largc.st .source of revenue in India, 
yielding a land-tax or rent -charge of a 1,260, OCX). 

This sum is, however, not really taxation at all, but. 
represents the rent of the soil paid by the cultivators 
to the State, which has always been the recognised 
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owner of the soil, and is the immediate landlord 
over the major part of the coiintr}'. This revenue has 
incre^jsed in <;ross amount, mainly through an increase 
* io the territory uiider British rule, and throiigli additions 
to the area under cultivation, either by rcclamati'Jii of 
waste, or by the extension of irrigation in more or less 
desert tracts, at tlic cxpcn'^e of the government. This 
increase has been coincident with a general reduction 
in the assessments. The State thus receives in rent 
10 per cent, of the gross produce of the soil. In 
addition to the rent there are local assessments of the 
land for the maintenance of roads, schools, lu)spitals, 
etc Municij'al revenue is derixed mainly from octroi 
and taxes on land, houses, vehicles, and animals. 

porntry, which is carried on in a verj- efficient 
manner by the Government in India, has secured 
to the countiy more than 2.^0, coo square miles of 
valuable property. This St.ite enter[)rise supplies a 
necessary commodity of which the country was rapidly 
becoming denuded by reckless consumption, while it 
employs much labour. I'ore.sts yielded a net revenue 
of ;i^2,o6s,ooo in the year 1915-16. 

Opium is a government monf»poly ; it raa)^ be 
grown only in three provinces, and in the ^lative 
states of Central India. A duty au^J a licence* are 
required for the sale of tne drug, and a liccnec 
is also required for poppy cultivation. The produce 
of the British provinces is purchased by gnvernment 
agents at fixed prices, the o[)ium is inaiiufactiircd in 
governme«t factories, and .sold by iuctioii at Calcutta. 
The Malwa opium of Central India pays a pass duty 
on entering British territory. The net revenue in 
1915-16 was ;^766 ,ooo. Formerly the chief maikct for 
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opium was Ciiina. By nefjotiation this trade was 
gradually checked, and ceased entirely in 1915. . 

The Income-tax yielded in 1915'! 6 a net su^n of 
;^2,c»90,ooo. The minimum income now paying the tax 
is Ks.icxx 3 ; under Ks 2 CKX) the rate is 2 per cent.; on 
K..S.2000 and njiwanls it is 2A per cent. It amounts to 
about 5(1. in the £ on the lower scale, and T^Jd. on the 
higher. A super tax, is. 3d. lo 3s. 9d. in the is levied 
on incomes of Ks5o,cxx). The lax touches mainly 
the large landowneis, mcTchanl.s,oflrKial and professional 
clas.scs. 

The Salt-tax Is practically the only tax, with the 
exception of a .small duty on cotton goods, which falls 
on the mass of the peo[)lc. It yielded in 1915-16 the 
net revenue of 3, 373, OCX). Salt is obtained partly 
by importcilion and partly by local production (salt- 
mines and evaponilion) ; the customs or excise duty 
in 1915-16 was R.i |)er maund (80 lbs.), which, at the 
average annual rate of consumption, amounts to about 
3d. ix!r person. It i.s objected that thi.s tax is a heavy 
burden upon the peasant class ; it constitutes, however, 
the chief item in his taxation, and it would be difficult 
to devise any otlicr duty of general incidence less 
opprefsive and lc.ss open to evasion. 

Stamp Duties give a revenue of 177 , 000 . This 
tax falls upon only a limited portion of the community ; 
about two-thirds represents fcc.s for the services of 
the law courts to individuals, the remainder is a stamp 
charge on commercial transactions involving pecuniary 
payments. i * 

Excise Duties, derived mainly from intoxicating liquors 
and' drugs, yielded ;^8,4 c;8,<joo. Intemperance is rare 
among Indians, and many are total abstainers on 
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religious grounds. Tobacco pays iio cxcLse duty, 
being a common product grown widely. 

Cysioms Dufitw give a net revenue of /5,720,CXX), 

^ ,This is dcrivrd v'bicfly from cotton goods, silver, 
polroleiiin, li«iiiors-, and su ;.ir. Siiuc llicrc has 
been a gcneial tat iff which afl’cets a very large 
number of articles, the majority of wdiicli )'ie]d but 
little revenue. Formt*ily im])oil duties were levied not 
only on many articles but also at higher ratc.s than 
at present; inform on ft ee trade lines set in about 
1S7U and continued until 1S.S2, wdicn the only duties 
temaining weic those rm salt, liquors, arms, and 
amnumitiou ; to these was added later a duty on 
petroleum (mainly obtained from Russia and the 
United Slates). Export duties were fonnerly numer- 
OU.S ; only that upon exported rice now remains. Rice 
i.s grown inostl)' in Burma, and a duty of 4d. per 
cwl. 3’ields a levemie of 

Between 1882 and 1894 India was as nearly as 
possible a free-trading country. In 1S94, in con- 
sequence of difficulties connected with the fall in 
the value of the rupee, it became ncces.sary to enlarge 
the sources of revenue, and the imposition of a 
general 5 per cent, import duty for revenue purposes 
was ultimately adopted. These duties were imposed 
with a view to revenue, and were not intended to.lae 
protective, for an equivalent cxci.se duty was levied 
upon cotton good.s, the only important native com- 
peting commoditic.s. The duty on cotton manufactures 
(both customs and exci.se) was soort afterwards reduced 
to 3i per cent, ad valorem. The import duty on iron 
and steel is only i per cent, and machinery is mostly 
admitted free. 

K a 
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The Post and Telegraph Scrvkes arc exceedingly 
efficient and cheap. In 1915-16 the receipts were 

3,788,000 and ex|)ens(*a ;^3,i 50,000. Tlie capita} out- 
lay was ;68,5<K).Of)o. These >.ervices impose no burilcp 
ui)on India, anil yirld little revenue. A small revenue 
in the form of rcci.ij*ts fi>r rej;istralion of docuinents 
is an equivalent for service rendered, and falls on a 
limited clas.«,. 

The. Ktuhvim of India extend over 35,833 miles; 
they were created hy Biilish caiiital and aie owned and 
administered by the Sbilc. Until the year 1899 their 
earnings did not co\cr expenses; they now, however, 
yield a mt revenue which amounted in 191 5-16 to 
^4,075,000, after paying working expenses, interest on 
capital, anil contribution to redemption fund. The 
investments in railways rcpiesent a capital outlay of 

— The State has expended large sums on 
irrigation works which have reclaimed some 25,C«0,000 
acres of land for cultivation, thus finding subsistence and 
employment for many millions of peasants. The net 
revenue horn iirigation amounted in 1915-16 to 100 per 
cent, on the cajiital (;^98,5oo,ooo). It is estimated that 
the vMuc of the crojis raised annually on this land 
represents more than 100 per cent on the capital 
outlay. 

The Debt of India in March 1914 amounted to 
;^274, 525,000, and other government obligations (Savings 
Bank, Service funds, etc.) to ^32,927,000. Of this sum 
the government has expended ;6i 53,859,000 in tlie con- 
struction of railways, and 39447, cxx) on irrigation 

works, all of which have increased development so as 
to become remunerative and beneficial, and a permanent 
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stuirce of revenue. In addition, jTovernnicnt purchased 
by casli or annuities nine railways on which 108,092, exx) 
had J)ecn spent by companies. Ix)ans to native States, 
port trusts, corporal iotis, cultivators, and cjthers amount 
to 1,550,000, and advances li» railways to ;^8,555,000. 
The gold r. ‘Serve fund in Kngland and the cash balances 
amounted to /^25,5 Ki,ooo. various investments 

more than bal.ince the whc*le »K‘bl, and (.o\cr by their 
return the interest thcieon. There is no unfunded debt. 
Contrasted with the large war debts of Eurojx:a'i 
countiics, and also with the ennrmous war .nul adminis- 
trative expcmliturc of those uumlries, the finances 
of India nuist be held to be in a very satisfactory 
con<lition. 

Taking into considei.ition the peculiar circumstances 
of India, the history and character of its various 
l>coi)le.s, and their diver.se ideals and modes of life, the 
existing fiscal sj^'-icm seems to be full)’ justified by 
results. Under conditions ver)- different from those 
of Great Britain the canons of Adam Smith are 
satisfied; economy and prudiicti\ene.ss arc secured, 
while the burden is adjusted to capneit)^ to pa)’ in a 
manner which appears to conform to the canon of 
ju.slice. 

The exports of merchandise from lydia for the’ year 
1914-15 amounted to 2145 1,000, and the import.^to 
;^96, 62 1,000, while the cxport.s and imports of treasure 
were ^3,526,000 and :^i4,530,ooo respectively. The 
balance against India is explained by the payments to 
Great Britain for the expen.ses *)f government, the 
interest earned by British capital invested in Indian 
railways, and in variou.s industries, such as tea, indigo, 
cotton, jute, etc.; other items arc profits of merchants, 
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shipowners, and bankers, and remittances of Civil 
servants to Great Britain. 

Of *the imports ab<»iit two-thirds are obta,ined 
from the United Knv.ilom, about lo per cent, froinr 
Rritisli possessions, and the remainder fiom other 
countries. 

The exports consist of Raw m.iterials (cotton, jute, 
skins and hiiles, dye ‘,tufl'!., sdk, etc.) : Food stuffs (tea, 
coffee, wheat, rice, etc.), Manufactured jjoods (cotton, 
twi.st, and yarn, cotton piece goods and jute goods), 
and other articles. 

About one-half of these exports find a free market ; 
the remainder arc subject to duties in the countiy of 
import, which, like the tea duty in the United Kingdom, 
are for revenue, or f«»rm part of the ])rotecH\e tariff 
scheme in other countries. No system of tariff prefer- 
ence could henefit Indian trade; wheat is not capable 
of muih stimulatiim, and only tobacco and indigo 
could gain b)' any favour. 'I he views of the Indian 
Government on the subject of i)rerercnlial tariffs within 
the ltm[)ire were thus summarised (Government Blue 
Book (cd. 1931)). 

" Firstly, that without any such system, India already 
enjoys a large, j^rpbably an excei)Lionally large, measure 
of the advantages of the free exchange of imports and 
exports. 

“ Secondly, that if the matter is regarded exclusively 
from an economic .standpoint, India has somctjJiing, but 
not perhaps very much, lo offer to the Empire; that 
she has very little to gain in return ; and that she has 
a great deal to lose or to risk. 
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“ Thu‘(Uy. in a finandal aspect, the clanger to 
India of reprisals by foreign nations, even if eventually 
unsuccessful, is so serious and their icsults would’ be so 
•disastrous, that we should not be justifial in embarking 
on any new policy of the Kind unless asMUisl of benefits 
greater and more certain th in any which have, so far, 
presented thcni'i.-Kes to our imiid." 


Franco afioids a comp.iiis</n with the fiscal system 
of a progressive country, resembling tlieat Jhitain very 
closely in many respects and yet diffeiing in some 
material conditions. Th*- poj.ul.dion of France numbers 
about 40,ocx),aio; its area covers L'oy,ioo sq. miles; 
the country is nmre agricultural than (Jnal ilrilain, and 
is almost self-sufTicing as regards f(.od-neccss;iries ; its 
mineral resources aie not gicat, and its manufacturing 
industries arc smaller than those of CjkmI Britain. It 
has not as large an extent of coast-line as its insular 
neighbour, though it possesses an adequate supply of 
good harbours and poits for foreign commerce^and it 
is also in closer relation with continental I'mrope. . 

The exyaiditnre of France, estimated at ^-o;, 6(35, 723 
for the year 1913, diflers only slightly in amount from 
that of the United Kingdom. It is classified under 
five heads : 

I . ExJ^nse of Public Debt, £S i ,85<>,9S7. This amount 
includes interest and ch.argcs on the enormous debt 
of ;£i,0I5,CXX),000, and also ;^iO,sS 9 »y |7 for pensions, 
militaiy, naval, and civil, wliicli count as a public 
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debt liability and are continually increasing; it must 
be noted that vjmo ^£300, 000,000 of the debt has been 
incurred in advances to Freiuh railways, and represpnts 
an investment in what will be ultimately a State, 
property. 

2. lixf'jfi'ics of ExechU'iC GoVimmeiit (Touvoirs 
Publics), ^Nn4.,650. This sum is in ellccl the French 
Civil List; it comprises ihc salary of tlie JVesidenl and 
also administrative expenses, incliuHng the salaries of 
the Senate and Ch.imbcr of Deputies. 

3. FAfiiiMtnnui Shilc Pifurtmcufs, ^10^,980,983. OC 

this .sum the Wai Dejuirtment count. s for ^39, 328, 9;$; 
Marine Dcpartniiut, ^19,557,642; Public Instnic- 
tion, Colonies, 221, 415; Agriculture, 

>C2,2cK),iio. It may be luled that the Colonics are 
a .source of expense, of whidi the chief item is for 
military <lefencc. The expenditure on agriculture 
covers subwntious to ap,ricullural societies, bounties for 
the cultivation of sill.worms, flax, and hemp, expenditure 
on .«tud-farms and horse-breeding. The Ministry of 
Commerce also gi\es bounties to inerchanl-.shipbuilding, 
navigatio]), fisheries silk inijustr}', and post and tele- 
graphs, whiih together amount to 17,229,436. The 
Ministry of J’ublic Works expended 3,636,2 10, which 
include guarantees and subventions to railways in 
France, Algiers, and Tunis. 

4. Adminhtmlwn of Monopolies and Collection of 
Taxes, ;^22,245,84iS. ^ Under this head the Ptv’t Office 
account.s for ^11,9,18,293, and the collection of taxes, 
the ‘management of the State industries (tobacco, 
matches, and gunpowder) the remainder. 
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The French State Revenue (;^i 89,5 5 5,000 for the 
year 1913) is derived from a variety of sources, of which 
the following are the principal dements : — 

* I. Dircit Ta.xes. — 'riiesc con^^ist of (i.) a land-tax 
{Impdt which is a tax upon u*nt,(li.)a tax on 

buildings, (iii.) a tax on personalty {[H'noiuUc 
(iv.) a tax on doors and window s, (v.) J j'cinres to follow 
occupations and professions (liUcnUs\\ this is really 
a tax on trade-jirufits from which faiinnig is exempt, 
while other occu[utions aie classifier! uccuidiiig to a 
complicated sclieine. The wliole gnuip constitutes 
a tax on earnings, profits, ami rent, and forms a 
s|)ecies of proi)erty and niLoine-tax which contributed 
;^22,5I2,630, or 12 per cent, of the whfde revenue. 
It has been [iroiiosed on several occasions to substitute 
an income-tax for the taxes on land, peisomdty, and 
doors and windows. The jiroposal was, liowcvcr, 
rejected, mainly on account of the necessaril)’ inquisi- 
torial character of the .scheme. income-tax was, 
however, adopted in 1915. 

2. Sundry taxes, also rcgaulcd as dlnrf.—ThcsQ fall 
on carriages, horses, cycles, motois weights and 
measures, on royalties from mines, and on property 
in mortmain ; they yield collectively 380,730. 

3. Registration, — Under this head arc taxes on 'acts 
or operations requiring for legality some form of 
public registration. They iudiidc the sale of property, 
gifts tntc^ vivos, .successions, mortgages, civil, adminis- 
trative, and judicial processes; they amounted to 
;^3i, 135,987, or 16 per cent of the total revenue. .The 
succession duties constitute an elaborate scheme in 
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which the projrrcssivc principle is ado])tcd and is 
applied by a double mctluul (a) accordinfj to the degree 
of relplionship, clabsed in seven stages, (b) according to 
the value of the properly, graded in twelve classes, 
The scheme resembles that of the Ihili.-.h Death duties, 
and appears to be framed upon the model of the British 
Finance Act of 

4. Sfinnp^ yield .D);’6 :i. 4.’0; Slock Exchange trans- 
actions, and taxes on incomes from securities 

other than /iV/A-j /'4,7S3, 96(\ This grout) corresponds 
in princit)lc to sumevvhat similar taxes in the British 
system, and calls for no special comment. 

5. Ofs/oms yielded ;{^:?4,0'‘^3.5l’-C). or 13 i»cr cent, of the 
whole. This hraneli of taxation is by no incams for purely 
revenue i)iir])oses, the tariff has alv) a jirotective aim ; the 
duties aie numerous and fall upon articles of food, raw 
material, and ni.inufa''iiiies. many of them yielding 
very little revenue, while .some rcDrict the development 
of iMcnch industry by excluding materials which would 
be useful. The real revenue is derived from a small 
number of non-iirolcctive duties, of which lho.se on 
coffee and jietroleum yiehl a large prutiortion. Many 
dutie.s ,arc only partially protective. The system has 
the necessary defects of all attempts to shelter home 
industi y by a taifif. Compared with the British Customs 
the* French Customs arc less elastic in character, while 
they are subject to greater fluctuations from accidental 
circumstances of supply ; they are also less economic in 
collection, and the duties entail indirect loss by their 
interference with tra*de and industry.^ 

^ The effect of this protective policy is illustrated by the case of 
wheat, of which the average consumption in France is over 470 lbs. 
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6. Jntfrnal indirect taxes (excise).— This is a group 
comprising taxes on liquors and liquor licences, oil, 
and ‘railway IralTic, which yield ;(J‘27, 124,903, or 14 
^icr cent, of the whole revenue. Taxes on con- 
sumables <late back to the fifteenth century ; they 
were increased considerably in the seventeenth century, 
when their burden became very uppiessive to the 
jworcr classes owing to the system of tax-farming, 
the exemption of the higher classes, and great local 
ineqiicilitie.s. Temporarily abolished at the Revolu- 
tion, these indirect taxes were restored altcrwards on 
a more equitable basis, and have since been widely 
aiiplied to coiiimuditics both for State and local 
revenue. In the year 1900 the duties on drinks 
were remodelled with the object of reducing the 
taxes on hygienic drinks (cider, beer, and wine), and 
of increasing the tax upon alcohol (spirits); the rc.sult 
is that out of ;^]8 ,ooo,cxdo derived from beverages 
nearly jfi5,cxx)000 were obtained from the sale of 
alcohol and from licences for its sale. In addition 
to the national revenue from alcohol, more than 
£(^ 000,000 is raised on drinks by the communal 
octroi for local and municipal purposes. 

The Railway Duty on passengers and goods is heavy. 
The incidence of this duty is in Franco upon passengers 
and trade since the government guarantees the payment 
of interest on capital. The great railwaj’ s)'stem of 

per head. The import duty (equal to 12s. 2id. pet quaiter) causes 
France to lie practically sclf-suflicing as regards wheat, except in 
years of bad harvests. Over a peiiod uf twelve ycais the amount 
impoited vaiicd from 2 to 25 per cent, of the whole supply. . But 
the price was 40s. S^d. per quarter in France against 27s. 6d. in 
England {see Blue Book (cd. 1761), page 124). 
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France was developed under concessions frpm the 
State; and will become Stale })n>)>ctty between 1950 
and i960. The St.'ite lias afiitribiited about 25 per ficiit. 
of the expense uf coiistiuction, and annually makes' 
advances towards the iipketp of the railways and in 
aid of interest on the shares; these annuities are 
contributions wlihh i;o tf>\\anls cnpit.d-cost and the 
ultimate aerjuibitiun by the Slate when the concesbions 
expire. 

7. The Ihdy realised £7,460.780 in 1913. 

Prior to the Ihiis.>‘lb convention of 1002 the pro- 
duction of sn(;ar ivas stimulated artificially by a 
bounty. I’hc total production of Frant'c and her 
colonies was alx)Ut i.iw.ono French tons per year; 
of this, .130,000 tons were consumed in France, the 
remainder was cxp.>itt*rl with a bounty. The aboli- 
tion of the bount}' and the reduction in 1903 of the 
cx'ci.se duty on home consumption diminished exports, 
intreasid the consumption in France, and stimulated 
manufrictiucs in which sujpir forms an iuf^redient. The 
result was a net economic j^Min to France from the 
savinj^ of the bcuinty, a pheapeniiifj and increased 
consumtdion of sie^ar, and an indirect stimulus to 
industries which •utilised sugar. 

8. SifUe vionapolics and je/v'/Wir yielded £38,746,215. 
Of this, Post (Hike, Telegraphs, and Telephones con- 
tribute to the gowniment £15,070,974 gross. But 
the interesting ekiiient in this group, to which there 
is nothing corrcsinnifling in the British .system, is 
the revenue from industries conducted by the State 
as national monotiolies. Of these tobacco yields 
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£i9>W>o6$ ; matches and gunpowder together pro- 
duce ;^2,4 ;o, 620. This revenue is ilcrivcd mainly 
frorj the artificial inunop(»ly - price of the ailicles 
'fcand not friuii oicliuary pnTits; it is, in cftcct, a 
tax levied in a peculiar luanncr. The economic 
objections to Stale pnaliiction have ken discussed 
in a pre\i('us cha|>Ler. IViliaps ti»l/acco is less open 
to these objections than inaniif.irtines of necessaries, 
still certain disadvantages are inevitable in the sup- 
pression of competition, and these are not eliminated 
by the fact that the <jbject is taxation. 'J‘he system is, 
however, a hjiig-c'stablishcd form of la\ati(jn in France, 
and one that will be changed with great difliculty. 

9. State Domains yield ^2,561,145. The chief con- 
tributions arc from forests and icnts; the exixmsc 
of management amounts to ^$^2,257. Sundry other 
State proiiertica, leased or sold, and unclaimcil legacies 
make up the remainder. 

For purposes of Local government iM-ance is divided 
into a large number of Communes, diffeiing greatly in 
area and in population. In many of these, including 
all the large towns, the recognised method of raising 
revenue is by the octroi or ‘‘ iiigate tolls,” whiefi place 
duties upon conFumablcs entering towns. These duties 
are largely upon drinks, and especially alcoholic drink's ; 
but they also fall upon food, fuel, fodder, and materials 
of industry. The system and its economic cfTects are 
described in the chapter on Local Taxation. The 
other chirf source of local revenuc*consists of a share 
of the direct taxation ui)on land and personalty, 
upon trade licences, doors and windows, carriages ’and 
horses, cycles, etc. These taxes, under the name 
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of “additional centimes” are levied along with the 
State taxes, and arc apportioned to the departments 
and Communes in accordance with their sfjccial net^ds. 

This brief accoiiiit of the French fiscal system suffices* 
to bring out the chief points of contrast with the British 
.system, and affords a comf)arison of their re.spective 
merits, while it illustrates the fact that different circum- 
stances — historical and political— give rise to differences 
in methods of taxation. 



CHAPTER Ui 


LOCAL 'lAXATlUl^ 

The subject of local Lixalion is one of frreat com- 
plexity ; there arc wide differences of opinion both as 
to what are the most equitable and productive methods 
of raising revenue for local purposes, and also as to the 
real in<‘idencc of rates under the existing system. 

Taxes for local purposes are called rates from the 
mode of their assessment ; they are levied upon the 
occupiers of immovable ptopeily (land, houses, and 
trade premises) on the basis of the net icnt valuation; 
they arc raised by the local authorities in limited 
areas, which vary considerably in extent, and even 
more in the value of the ratable property they con- 
tain. Hence rates differ in different localities. In the 
case of imperial taxation of commodities a dbty is 
imposed upon each unit of consumption- I-ocal faxa- 
tion reverses this i)roce.ss; it starts with the gross 
amount required; the ratio of the assessed value of 
rateable property in the district to this sum gives the 
rate per £ to be levied, and each occii}»ier pays at 
this rate 6n the assessed value of his holding. 

Rates, like imperal taxes, are compulsory contribu- 
tions for the common service ; but local taxation differs 
from national taxation in that it is devoted to a 
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limited area, and is more distinctly “beneficial,” that 
is, more obviously productive in its aim as providing 
conveniences — roads, sanitation, li^^hting, parks, lown- , 
halls, etc., for a special locality ; it appcalu more directly 
to the quid pro quo principle than national taxation, 
as offering to the ratepayer a visible cijuivalcnt in 
service for the sacrifice involved. Some portion, how- 
ev«T, of the revenue of every distiict is devoted to the 
priformance of serv’ires which partake of a national 
ch.iract(‘r, and confer a more general public utility, such 
as the provision tif police, education, and pot»r lelief. 
'I’lie State determines and dictates thc.se public duties, 
and sometimes also the standard of efficiency to be 
maintained ; for the purpose of economic administra- 
tion they are carried out locally, but under the 
supervision of the central government, which under- 
takes to defray part of the cijst by .subsidies from 
imperial ta.vation, since the serv'ices conferred by the 
outlay arc not exclusively local, but yield a national 
benefit. 

The principle of rating dates definitely from the 
Toor Law of luoi, which adopted the parish as 
the Ip^'.l unit, since it • was already the authority 
lor .the provision of highways. With the modem 
growth of Si. ice and municipal activity new duties 
have been im])o.scd, and extended powers of rating 
conferred upon the local authorities, so that the system 
has developed greatly during the last fifty years, and 
more particularly in urban districts where population 
has increased rapidly and improvements are con- 
tinuous. 

The local expenditure of England and Wales for the 
year 1913-14 amounted to ;^i69,325,ii8 : of this sum 
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jt7i,376;i58, or 42 per coni., was r.iihod by rates; 
£19,977,119, or 12 per cent, was derived from loans; 
£22,^1^,246, or 13*4 per cent, was omtribiiled by the 
State fioin Imperial taxation; 1 5,597,809, or 9 per 
cent., was sin plus revenue from various unili'rtak- 
injis ; while 39,8 5^>, 72b, or 23 per cent., was derived 
from remuneralive enterjui^es (liainw.iy.s, «as, water, 
electricity, and rents of torpoiation property). 

Local expenditure ijrows lapidl) . in 18S2-3 it was 

5 3.420,000. 'riius in thirty-one )ears it moie than 
trebled, and rate> have ii)crea.sed fiom 3s. 3}d, to 
6s. 8 86d. in 1914. 

The ori^dnal idea imderU'iujr the ratinjT principle 
was d'Jiibtles.s to .secure that the inhabitants of a 
locality .should contribute to the .support of the poor 
ami to other local expenditure in proportion to their 
ability or means ; this was thought to be indicated by 
their durable pos.sessions, houses, and land, and in those 
simpler times both the principle and its te.st were 
fairly equitable. But “ability,” the primary canon of 
national taxation, to which the quid pro quo theory 
is not applicable, is very difficult of satisfaction, and 
cannot, even in a national .system, be measured by an 
income-tax only. Still lc.ss is the caiitin of "ability” 
the proper test for local taxation wlierc a large part 
of the outlay is diicctly “beneficial” to the rcsidcifts, 
or owners, and where frc-sh rales arc continually 
being demanded to provide some new improvement or 
convenience. 

An income-tax has been .suggested as the means 
of providing for local expenditure, but a local income- 
tax in the modern circum.stances of a highly developed 
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country is not the most suitable method of payment 
for the special ailvanta^es of local improvements.* 
Incomes do not necessarily measure tlie benefits 
which arc conferred by lf>r«il cxpcMniiturc; they arc 
frequently derivcil fiom vaiiinn and distant soiiree.s 
wholly unconnected with the locality: and, fnrlher, it 
would be c.xtreinely diiFicult to exact an iiifome-tax 
from the majority of the vveeld3-wn;;e rla.-.scs, who 
constitute a lar^^e projxjrtion of the inhabitants of 
many districts and daily share in the benefits con- 
ferred by local expenditure. It is cxpe.dicnt, therefore, 
in seeking a basis foi l<»cal taxation to consider the 
nature of the oiitl.iy and its results, and to discover 
those who enjoy the benefits of the expendiliiru, since 
it has for the most part a definite local reference, and 
the amount is also largely detci mined by the will of 
the residents themselves. 

On the Continent a local nistoms duty or octroi is a 
common .source of local revenue; but customs and 
excise duties, though excellent modes of raising some 
part of the national revenue, arc very un.suitablc for 
small areas; they are costly and inconvenient in 
collection, and inequitable- in their incidence, since 
they usually fall with severit}' on the poor consumers 
of necessaries, and they obstruct trade. 

Since the primary aim of local expenditure is local 
advantage, and a large part of tlie rates is expended upon 
services which give back a definite equivalent, such as 

' The income-tax Is cinployed for purposes of local \axation in 
some foreign countries and British colonics. In Prussia and 
Holland the local income-tax runs concurrenlly with an income* 
tax for State purposes ; in Ontario and Massachusetts it is employed 
only for local purposes. 
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the outlay on drainagfe, strcct-cleansinjj, lighting, water, 
parks, etc., the cost sliould fall upon those who aie the 
recipients of the benefits. First among these are the 
dwellers in the locality, who otenpy houses and business 
prefnises, etc. llouse-rcnt is thus suggested as a basis 
for assessment ; the house, as a significant mode of 
cxpeiiflituie, does fi.im a ojiigh rritcrum of the degree 
in which local lulvant.iges are .shaitd, although it docs 
not form an equally sound lest of “ability” to con- 
tribute to national expendilure It was for these 
rea.soiis that Lord Gosi hen attempted in 1871, though 
unsuccessfully, to hand over the House Duty to local 
taxation. 

But owners rif land, which is the most dnrahlc localised 
form of [iroperty, probably derive the l.ugest permanent 
advantage from lotal expenditure, lly local improve- 
ment their property is increased in value; population 
gnjws, rents rise, business pa'inisis arc extended, 
demand foi land inert jlscs and gnmiul - rents arc 
permanently enhanced in valiia OwniTs of property, 
therefore, as large beneficiaries from local public 
enterprise and cxpeiuliture, shunld contribute to local 
taxation, and as nearly as possible in proportion to 
the advantages they derive therefrom. * 

Again, manufacturers, traders, sJiopkccpcr.s‘, and 
farmers all benefit by improved roads, tlioro ugh fares, 
drainage, and other measures which render their 
markets accessible; their cxiiciises are diminished 
and their bu.siness increased, and for these advantages 
they .should contribute to the cofrt of local develop- 
ments. 

Taxation for purposes which present no very obvious 
advantage to the payer is called "onerous”; the 
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benefits derived from its outlay are more jp^eneral, 
indirect and diffused ; such is tlic expenditure on 
elementary education, poor relief, and health regula- 
tions. Enlightened public opinion, actinjj; through^ 
Parliament, enforces such expenditure upon the com- 
munity and insists on some stand.ud of efficiency 
in its performance. The localifics administer the law 
and look to the central government for aid towaid.s 
an expense which concerns the national well beinij. 
As we have seen, in the )'car 1914 the Stale con- 
lril)uled from iinpcii.d tax. 'lion (a .sum 

equal to 13 per cent, of the rate.s; in aid of local 
taxation in luigland and Wale.s foi tlie.se puipo^cs. 
This system of subventions wa.s b(‘;4un in 1835 by 
means of Parliamentary gianls-ni-aid foim the con- 
solidated fund, made annually for ceitain definite 
purposes— at fif.st for criminal prosecutions and the 
.support of [irisoiLs, and afteiwards extended to tlic 
maintenance of police, poor-law^ .schools, pauper 
lunatics, health ofliuTs and sanitary inspection, rcgi.s- 
tration, etc. In the year 188S, when these grants 
had gmwn up to a considerable aggHTate, the 
system \va.s modified ; the greater number of the 
grants- in - aid were discontinued, and in lieu of 
them certain excise lit cnees (which amounted to a 
larger sum) weie assigned to local authorities, and 
additional relief was gninled by the allocation of 
half the probate duty (for which in 189O estate 
duty was substituted). To these was added in 
i8go the yield off two extra excise and' cu.stoms 
duties — on beer at 3d. a barrel, and spirits at 6d. 
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.1 T»y the Afiriciiltiiral Rates Act of 1896, 

<t further I’ranl was tuadc from the estate duty for 
th(i Peliel of local taxation <)ii a”iic»iUuial land*; this 
suhvciilioii was to ofjiial half the rah* in certain con- 
ditions, and it amomitcil to £i,SOW ^7 for the United 
Kiiifjdom ill tlie \eai ifyj2-3." 

There has been much controveisy on the whole 
subject of national contiihntioiis in relief of local taxa- 
tion. O'l the line hand, it is held to be a dan^^cious 
jirinciple to establish a system by which j^reat claims 
can Ih: made by loi al authorities on the [luhlic 
exchequer; it is maintained that there can be no 
clfective control by rarliament over local expenditure, 
niir any p.uarantee of economy; that subsidies obtained 
w’ilh no .sacrifice arc apt to be lavishly expended, and 
that it is impossible to define with any precision the 
proper subjects of such relief, or looically to determine 
tiic proportion of aid which should be given; nor can 
the amount of the contributions to different districts 
be determined on any equitable principle. On the 

* 80 per cent, of these surtaxes was assigned to England, 
II per cent, lo Scotland, and 9 per rent, to Ireland, being the 
eslirnaled pioportions of their respective contributions to the 
general revenue of the United KiTi:;ilom. ITic lirence duties 
arc assigned to the u'uncils in whoi.e areas they are crtlletit'd. 
The death duty and the beer and spirit siuUixes (after rerbiin 
deductions) are ajijiortioncd to tbc councils in piopoition tb the 
amounts of tlieir former grants- in-.iid. 

' Since extent of aiea is not regarded as a mrasmt of tbe degice 
of benefit derived from local sanitary expenditure, agricultural 
land, railways, and canals, all of which oofupy exceptionally large 
areas of land for their Imsinebs purposes, aie assessed at only 
oini fourth of their valuation for the General District Rate (Public 
Healths Act 1875). 
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other hanrl, it i*; admitted that many of the sci vices 
performed by local autliuiitics are enforced by 
Tarliament and concern the jjcncral public weffarc;^ 
the exiK’iidilure they ciiLiil is “oneious,” and sliould 
IlKMC’fore l)C in some way met by imperial assistance. 
The fjrant from the State is ‘‘nut a cnmiMissioiiate 
grant to the ratc-]uyeis, but a ch.ugt wliich should 
fall on all tax-payors.” ()[)inir>n is also divided as to 
the inetluKl of natuuud contribution, vb., whether the 
grants ‘slunild be considered and appro\<’tl by Parlia- 
ment annually, or whetlier the [)rinciple of a.ssign- 
ing .special revenues to local purposes is to be 
prcferuxl ; the proportion th.it State contributions 
should bear to local contributions is also a matter 
of contciUioni 

The i)ovvers of local authorities are derived from the 
central govcrnmf’nt, winch determines the constitution 
of the aulhoritie.s, and ftom time to time assigns to them 
fresh dulie.s with corresponding j)owers of rating. In 
many general Acts Parliament has laid down definite 
regulations for the exercise of their functions; in 
other cases it has delegated the duly of constructing 
regulations to a gov'ernment department Statutory 
limitations in some cases regulate the degree of rating 
for special purposes, for instance, for the purpose of 
pifblic libraries and higlier education. Obvious ailvan- 
tigcs follow from tlie contiol of the State over local 

* The minoniy Report of the Royal Commission on Local Taxa- 
tion iccommi iKicd— “'Irhal to ‘onerous’ expcudituie bn services 
which, Ihougli locally administered, are, in the main national in 
char,vtcr, but to such expenditure only^ the Stale should contribute 
a fixed amount. That this contnbution should not, in the total, 
exceed one-half of the expenditure upon national services.” 
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government and cx|K;iKli1urc. In the first place, in 
matters of great national importance it can secure 
unity of idea and some uniformity in adminisf ration, 
while permitting some degree of elasticity in local 
methods; it can also insiKl upon a uniform system of 
Keeping accoimls, by which means local budgets can 
be com]»arecl and national .stati.sti''s can be compiled. 
l*nor-law administration affords an excellent illustration 
of the valuable lesults which have follu^\ed from central 
regulation. 

Again, it is of vital importance that taxation of 
any kind shouM have the national .sanction. The 
amount of di.scretir»n to be allowed to local authorities 
in expenditure ajid rating is a debatable (pjcstion, but 
it can scarcely be doubled that it is expedient that 
Farliament should retain tl»c p^iwer to limit local 
exiJcnditurc in order to prevent the extnuagance and 
waste which might easily arise from the incxpeiienco 
and short-sightedness of local bodies, and to giianl 
against the tendency to favour sjiccial interests by 
enterpi'ise.s undertaken at the public cost. For similar 
reasons it is desirable that rarliameiit should control 
tile borrowing piiwcrs of local authorities. The function 
of .supervising the issue of local loans hiu> for the most 
part been conimilled to the Local Gavernment Hoard, 
to which department proposals for loans must "be 
submitted for ai>proval, 

Incidence of Local Kates. — It would be difficult to find a 
more vexed and intricate question of applied economics 
than tliaf of the real incidence of* local rates and the 
proper remedies for the inequalities said to arise there- 
from. In the payment of rates three chief interests are 
involved— those of the landowner, the house-owner, and 
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the occuj^icr, iiiid besides tlicsc there :irc the interests 
id intcrim-owneis of Iimumn, j>., K‘a‘',h< !dLrs, and the 
consumers of juiods. and the members of the eonimnnity 
l^encrally. '1 !io piIiiKiiy incidence is on occujiit-rs, 
except in the case of small ten m- nts let for short 
periods at low rents, wheie the landlord as a com- 
pound householder may juiy the rates and iccovcr 
them wholly or in pail in tin* rent. i)ut the piohlem 
of ultimate imideiKc is rnulercd very comidex and 
difliiult by the shiftiiv.^ of the biird'-n of rates. Thi.s 
is caused by various ciicum-t.incLS - llic nurnber of 
inlermcdiale interests, the diffcient periods of leases 
and .sub-lcttinfT, the teiins of contract in letting (fines, 
i<’[>airs, picmiums, etc.), imper feet competition with the 
retarding eflects of tcoiiomic friction and all that it 
implies, the influence of • ustoin, ignojaiice, and apathy; 
obstacles created by go-Klwill, the diflieulty and expense 
of moving, diiTcrcnt aieas of rating, and the inequality 
of rates and conditions in those areas. Any general 
theory of incidence must be subject to qualification in 
tliese respects, but in sjiitc of these disturbing influences, 
some of whi« h are apt to be over-estimated, rales aie 
distinctive economic phenomena; they must, therefore, 
in their general lenclLncics confoim to economic prin- 
ciples which can be dc-scribed ; and though for isolated 
caslis and for short jicriods lliesc principles may 
appear to offer an in ulcqualc explanation, yet on a 
wider view of the subject they afford sound guidance. 
In the long run minor causes more or less neutralise 
each other, and their disturbing effects *may be 
eliminated; it is the economic factors always present 
whicfi give the permanent tendency, and these must 
be fully recogni.scd in any theory of incidence. 
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Tlie .|iroli!cm of incidence pre-^ents four enses for 
separate invesli; Ration : 

(l^ Agjiihltuyiil Ldtui - WiiK' llie rales are ‘levied 
upon the occupyinjj fanner tu v\lioni the land is an 
inslniment of prewluclioii; but capital in tlie farming 
induhlry cann»'*l be subjected b* spucijil taxation, since 
tliat would can. e it to set;!: intuc poifilablc cinploy- 
ment, thciehfre the cOat of rati., is to rcrliiee lents 
ill the same iijanncr as titlics. 'i'he fanner lakes rates 
into recount in derMino what he can a/lbrd tti pay as 
ruil aftci allowing the noimal return b) his eapilal and 
supeiinteudcncc: “higli rates make kw icnts” is a 
popular saying '.duch cinboilies this view. Nor can 
rates on a gricultural laud bo shifted upon food con- 
suineis, since the area tif competition which fixc's the 
price of the product includes many and di-lant markets ; 
agriculUual rales, therefore, come for the most part 
from rent. In the actual working out of this principle, 
howcvci, there are modifications: if rates rise or 

fall during the period of an agreement the loss or 
advantage will accrue to the farmer until readjust- 
ment takes place at the renewal of the lea.se. Again, 
farms include dwelling-houses and other prcmisc.s, and 
agricultural rates, so far as they refer to farm-houses, 
will follow the rule for ordinary dwtlling-houses and 
fall upon the occupier ; the farmer pays this proportion 
(estimated at 5 or 6 per cent.) sinre he nni.st occupy 
a hou.se whether he pursues fanning or any other 
employment 

Owing* to the nature of th(* industry and the 
obstacles to active competition, alterations in rates 
and changes which affect the price of farm pro'duce 
are slow in their operation upon rents ; the tendency 
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is, however, for the incidence of agricultural rates to be 
upon rent in the lung run. Other things remaining the 
same, if rales rise leiits fall ; and if rales fall rents, rise. 
The ap])!icatiun uf this rcastming to the operation of' 
the A giRullur.il Rates Art (iS;>6) for the relief of 
rates w»>uld leail to the coiiclusinn that although the 
Art pnwided that the occiipier was to ]»ay only half the 
rates, yet the action of (icoiunnic fon'cs would sooner 
or l.ater shift the adv.oilago to the l.Midloi'd, either hy 
causing a lise oi by chocking a pf)ssil)]e fall in renl.^ 

( 2 ) v //IV/.WX -Ileic three interests 

a]>pe.ir, ih't.^e of the occupier, the owner (>r tlie building, 
and the gri»un<l*landloid. The rates arc Icwied on the 
occupier, atid their burden remains with him in so far 
as rates are g/jieral and uniform. He may be regard<‘d 
as a cijieiimer of hoii '*. just as he Is a consumer of 
bicad; both aie prime nccc.ssarics in the demand for 
wliich there is but hltle elasticity, for a man must have 
both food and housing; .‘•‘peaking goiUTally, a tax on 
cither falls on the consumer, and therefore the incidence 
of rates on ordinary dwelling-houses is on the occupier. 
The buildei or housc ewner is eliminated by the follow- 
ing cun-aMuations : the building of houses is an invest- 
ment of cajiital which will on the average pay the 
ordinary rate of. profit, otlicrwibc capital will flow by 
preference from building to otlicr investments. If an 
increase of r.ites renders building rents less profitable, 
it will tend to check building until supply and demand 
ate readjusted ; on the other hand, a scarcity of houses 
sends up building-renU and encourages buiMing until 

1 Si.ee I’lof. Nicholson’s “Rates and Taxes as affecting Agricid- 
Mire ” for .1 stiunBly-iea'-<««»l argument in favour of further relief 
of agiiculturc from local rates. 
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profits arc brought back to the normal. Thus rates 
cannot in the lonjr rim be exacted from the owners of 
houses any more than the la.x on beer can be per- 
manently exacted from brewers. Allowin^j time for 
the play of economic forces, the owner of the buildin;^ 
will p,t*t lii.s jjiofits, and the occupier will pay the rates 
on tlie value t)f the hou.se as an arlii le of common con- 
sumj)tion, while the owmi of the land on which it 
stands, who receives piound-rcnl, will pay a proportion 
of rales equivalent, at the lowest, to its ratable value 
as agricultural land. This is the tcmlency as icgards 
ordinary houses on the assumption that the law of 
competition is in opcialion, /.c., that there is an 
abundance of land offered for building purposes and 
that the land has no sjictial monopoly-value. 

(3) Monopoly vS*///:- When the site on which 
the building .stands is one that confers any spt'cial 
arlvantagc, either for residential or business purposes,* 
it obtains a scarcity-value w'hich .sends up the rent, 
sometimes to an enormous degree. The monopoly- 
value attaches solely to the site, and arises from such 
circumstance.s as congestion of population, fa^hion, 
special opportunities for business (as in the Cjty, or 
Bond StreetV or special advantages of situation for 
health, etc. In all such cases the gross rent (Imuse 
and land) is cnormou.sly incrca’^ed; but the element 
of building-rent remains constant, and it is the site- 
rent that absorbs the increased value. As the muiiopidy 
grows the ratable value rises in jiropoition to the rental; 
and the increased rales, which arc dhc to the monopoly- 
value, fall upon the ground-landlord, being a dcilucrion 
from his possible rent This will be seen by consider- 
ing an example : suppose a house in a certain situation 
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to have a total letting value of ;fiooo per annum, of 
which rates abborb ^^"200, rent of fabric ;^.too, ground- 
rent £^o .) ; let us imagine that rates can be abolis^aed ; 
what will follow? Will the rent Ini reduced to ;^8cx)? 
Not at all ; coinix^titiun, which ineasurtcl the advantages 
of the situation at /^looo a year, will continue equally 
active, ainl the demand will not be affected, therefore 
offers of will be made as before ; but the interest 

on the capital sunk in the building will remain the 
same, since nothing has happened to increase building 
profits. Thus the gruiind-landloid will reap the benefit 
arising from Ibc abolition of rates. 

Rates on a moiio|)oly .site are theiefore a deduction 
from the rent which a landowner could obtain if no 
such rales existed, and they are consequently paid by 
the owner of the site. The tenant pfiys, as in ordinary 
cases, the pro[)ortion which is due from him as the 
'user or consumer of the fabric; the increase due to 
the site monopoly falls upon the ground-landlord. It 
is true that .special circumstance.s give the ground- 
landlord an “unearned increment”; this raises a 
distinct problem, but rates, in so far as they are 
increased, are a deduction from the possible increment 

(4) Trade Premises and Shops,— \t\. this case, in so far 
as rates are general and fairly uniform, tliey are treated 
as‘ a business expense, and are shifted upon consumers 
in the price of good.s. If the situation confers any 
advantage which diminishes competition and gives 
monopoly-value, rents will be higher in consequence, 
and the rates dub to the higlicr value'’ will fall 
ultimately upon the recipient of rent (the interim- 
leaseholder or ground-landlord). If the local rates be 
exceptionally high, so as to place trade at a dis- 
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advantage in comparison with rival producers, or if 
the local price be kept down by the competition of 
distaat supplies (as from large town stores), thfi local 
traders’ profit will suffer, and it may be that very 
high local rales may drive Dut an industry altogether.^ 
This effect uf differential rating has been advanced as an 
■irguirjcnt fur the equixVnatwn of ratf% over large areas. 
lv|ualisation is dcsitablc in the case of adjacent areas 
in which the ennditions aic similar; but it is inapplicable 
to the rase of districts more remote from one another or 
in whicli the conditions of production are dissimilar, or 
in which very iliffcient itleas prevail as to the charactei 
and amount of local expenditure. 

The princi[)lc of equalisation of rates seems to apply 
with justice to arc.is which constitute a single unit for 
local government with common interests, such pci heaps 
as the whole of the metropolis; but in that case the 
authority as well as the rating should be general.* 
Modern means of communication and conditions of 
life tend to extend these social units, and call for 
enlargement of areas; but to unite different districts 
merely for the purpose of diffusing rates would lead 
to injustice and extravagance; one locality would be 
taxed for the waste or lower efficiency of another. 
This would be a kind of protection which would* tend 
to diminish the efficiency of the superior area. • 

An addition to rates, due to outlay upon some local 
improvement which takes place during the period of 

^ An illustration of this kind of calaiinly was the decision 
of Messrs Tarrow to remove their sliipdbuildmg indusliy from 
the Thames, one of the reasons assigned being that the heavy 
local rates at Poplar (i28. in the render it impossible for them 
to compete with the ship-building industries of the North, where 
also^ owing to the cheaper cost of living, wages are lower. 
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his lease or agreement, falls upon the occupier. He 
cannot shift any part of it until the termination of 
his contract, when possibly his rent may be raided as 
a result of the increase in value of the property, effected 
by the outlay to which he has contiibutcd. 

The house-owner or interim - landlord gains the 
advantage from the iiTj[>rovciiicnt of the property for 
the remainder of his lease, but it ultimately accrues 
to tlic ground landlord. The ca.se of a ycaily tenant 
is somewhat better. On the occasion of a rise in 
rates he may change his residence, if he is willing to 
accept a Imuso of lower value; but many difficulties 
check his mobility — that of finding a suitable house, 
the expense incidental to moving, the inconvenience 
in change of addre.ss, inertia, trouble, and loss of time 
— so that tlie majority of householders would probably 
submit to a slight increase rather than incur the loss 
occasioned by the alternative. Thus economic friction 
tends to throw part of a new or an inci eased rate 
u])on existing occuiiicrs, and the old maxim finds 
illustration that “rates tend to stick where they fall.” 
Of course, the converse is true that a reduction of 
rates during a period of contract benefits the tenant. 
This proposition is, however, rather an academic truth 
than a rc.sult of experience, since a fall in rales is an 
e^ent of rare occurrence. 

The equal division of rafts between occupier and 
owner has been .advocated for England and Wales in 
the interest of equity. The system already obtains 
in Scotland and heland. Assuming the free play of 
economic forces, it does not appear from the previous 
analysis of different cases that this arrangement as 
regards primary incidence will affect the ultimate 
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incidencti in any iniiterial dq>ree. It may, howrver, 
remove an ,ip|iarciit injni»ticc, and thus allay irritation, 
and, So far, it is worthy of consideration; hut as a 
mattei of ocoin'inic .iction it cannot t^reatly influence 
the ultimate adjustment which takes place between 
rates and rent A loweim'', of the occupier’s rales by 
this means v.«^nld in linn send np his icnt !))■ the 
difference tlu'iuyh the action on demand for Imuse- 
acconimodation. The shiftnij; would, no doubt, l>e 
sU)w in operatii.il, and meanwhile, as an effect of 
economic friction, the octupier would derive some 
benefit. Hut it is more coiuenient and economic tliat 
rates should be paid in one sum, and for sundry 
reasons they can best be collected from the ocaipier, 
except in the case of cheap leiiemenls wheie chan^ic 
•>f tenant may be ficijuenl and collet lion diffault; 
it then becomes simpler to adopt the system of 
composition under which the owner pays the poor 
rates on the whole pioperty, whether let or empty, 
and obtains a reduction of some lo to 20 per cent. 

Rates upon machinery increase the cost of production, 
and fall mainly upon the consumers of the ^^oods. The 
rating of machinery is defended on the ground that 
since local industries derive great advantage from 
expenditure upon roads, drainage, etc., it seems reason- 
able that they should contribute to the cost The 
value of machinery is, however, a very imperfect 
measure of these advantages, and l)ear:» no definite 
ratio to the value of the local service. Moreover, 
machinery is capital and an iiftportant factor in 
employment, and heavy rates may inflict serious loss 
on local industries by placing them at a disadvantage. 
A special tax upon any instrument for the production 
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of goods is uneconomic, and tends to check employ- 
ment and production ; if the tax be general, part of the 
burden is shifted forward and falls upon the consumer 
as a rise in price ; this tends to limit demand, and thus 
a part is shifted backward on the pioducers; ultimately 
supply and demand accomniudaie themselves to the 
advanced price. If the tax be local, the industries in 
that locality suffer in competition with others. The 
attempt to discriminate by taxing immovable machinery 
only is not very logical; for the distinction between 
movable and immovable machinery is somewhat arti- 
ficial, and does not touch tlie essential point, vis., tliat 
both are capital. A stationary engine and a loco- 
motive are alike instruments of industry and means 
of employing labour. Why tax a dock crane rather 
than a steamship, which is the cause of the crane’s 
existence? The taxing of machinery seems to be a 
peculiarly uneconomic method of distributing local 
taxation, and one in which the incidence is likely to 
be harmful. 

In France, Italy, and some other countrie.s a consider- 
able part of local taxation is laiscd by taxes called 
octroi, which arc duties levied on articles of consumption 
(food, liquors, fuel, and building materials) entering the 
towns. From oarly times the octroi has been levied 
in' France; formerly one-half ol the yield was paid to 
the king. The octroi duly, along w'ith other indirect 
taxes, was aboli.shed in 1791, but it was reinstituted 
in 1799 for local purposes. In Paris the octroi now 
constitutes half Ihe'municipal revenue, and it has been 
widely adopted by other communess. An octroi is in 
reality a local customs duty, inconvenient, clumsy, and 
costly in collection; its incidence is heavy upon the 
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poor, since it is levied mostly upon necessaries; il 
increases the cost of living, and the burden of the 
tax te not distributed in any degree in proportion to 
the benefits gained fnim local expenditure; yet, where 
custom has rendered it familiar, it is difficult to 
subslitulc a different system of taxation. 

The octroi s) stem wa*. formerly employed in ICngland 
to provide funds for making roads and other local 
outlay; it still exists in the form of coal-dues in a few 
Iriwn.s.^ The London coal-dues, when they lapsed in 
1889, yielded a revenue of jf^450,000. '1‘heir hist(»ry 
is interesting; they originated in ii;9i as a lax of 4d. 
per ton on all coal entering London (then by sea); 
the tax was paid to the Conservators of the Thames 
for the purpose of keeping open the port. An additional 
8<1. per Ion was added in 1694 to pay o(f a debt of 
the Corporation, and another id. was added in 1807 
to rebuild the coal exchange. This cumulative tax' 
of 13d. i)cr ton continued to be collected by 
the City Authorities over the whole metropolitan 
area until 1889, ultimately at some 250 jwints; mean- 
while coal entered mainly by railway. The revenue 
was expended chiefly in»on large public injprovc- 
ments such as the Ilolbimi Viaduct and thq I’haines 
Embankment. 

The coal duties were aborLshed as being incapable* of 
economic defence; they raised the cost of a nccas.sary 

> The city ol Inverness raises about per annum for local 
pui poses b/a kind of odfoi on roumiodiucs ciitcnng by land or 
by the Caledonian Canal, but goods coming by sea and paying 
haibour dues arc exempt. The major part is raised upon •coal, 
whisky, and cattle ; but a large number of articles, including pi|f 
and wrought iron, contribute. 
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article of consumption and wcie very onerous, prcss- 
inj; especially on the poor, and on the industries 
carrieil on in Loiiflon, which they placcfl at a* dis- 
advantage with competitors elsewhere. Further, it was 
urged lh.it the system was an anachronism ; it ignored 
the growth of the metropolis .ind of local gowm- 
mcnl ; a body elected within a limited district exer- 
cised the right of taxation up m a lu cessary of life 
over the whole metropolitan area, and had entire 
control over the expenditure of the duty thus 
levied. 

Betterment .— great public improvements cfTcclcd 
in the melrojKilis during the last thirt)' years and the 
!nirc.ise in ground-values w'hich tiny have occasioned 
have brought into prominence another problem of 
local finance under the n;imc of IJetlcrment. This 
term has two uses. In one sense it refers to the 
'fact that private property is increased in value by 
the expenditure of public money upon local improve- 
ments, as by the opening of a new thoroughfare. 
In the other sense it .stands for the principle that 
such enhancement of value warrants the imposition of 
a special charge upon the owners of property thus 
improved; this can lie made either by an annual 
rent-charge or hy one capital .sum assessed upon 
tht , property. In England the principle of Better- 
ment has been adojilcd by the London County 
Council, but it has long ubiained in the United States 
under the title of “special assc.ssment.” Professor 
Seligm.m slates tlftit the idea w.is originaMy copied 
from England ; after the Great Fire of I^ndon many 
Sjiecial improvements, created by the reconstruction of 
the City, were charged upon the owners of property 
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b(*nt fil«d thereby.' The Amriican primiple of “ special 
asse.ssinent ” i.s that, wlicii any proijcity lias increased 
in itiarket value by means of ijublic expenditure 
ificiirred inr puij)Oses of general utility, the owner of 
the properly can ef]uital)ly be required to contiibute 
a capital sum low.irds that outlay Tlic imyincnt 
differs from a local rate in substituting a capital 
sum (jnee for all in quittance for the improvement. 
The “ benefit ” i.s assessed by a projicr authority 
upon properly within the zone of improvement, and 
is based upon ceitain accepted tests— the improved 
iiiaiket value, the extent of property, the amount of 
frontage, etc. It is claimed that the system works 
well by demanding .it once payment for what would 
otherwise become an unearned increment, ami the 
matter is adjusted promptly and permanently. 

The Tower Bridge Act (1S95) afforded a test case 
of the application of betterment by the 1-ondon County 
Council as an “ annual improvement charge,” but in this 
instance the expenses involved almost absorbed the 
charges made. Practical difficulties arise in marking out 
the zone or area of betterment, and in e.stimating and 
apportioning the degree of advantage to each property 
alTccted. Another point raised in the problem is that 
of “wursement,” or compensation ftjr property said 
to be injured by the changes which produced bqller- 
ment. The claim for “ worseincnt ” is considered when 
it concerns some other part of the same estate, but 
not when it is made on behalf of other areas or 
properties, as it is held that tbfe general tendency 
of public improvements is to advance the cluiractcr 
and economic value of the whole district ; the ‘zone 

' See *' Pepys’ Diary,” 3rd December 1667, for a note to this effect 
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of bcncfici.il influence cxtcu'ls, like the niiples caused 
by droppiiijj a stone into a pool, until j;ratlually 
the whole aica is afllctcd. While, therefore, Lome 
properties m.iy siiiTcr temporary loss from a luiyc 
public rcci>nslru« live op-.uition, they ultimately yiiin 
from the, p'linanent ;ulvaiit.»f;c confired ujkui the 
whole loi.dity b\ tlic iiii]>ioveuient. Sometimes the 
practical diflk allies in the ap])lie.ition of the better- 
ment piiiiLiple aic avoulLd by llic adoption of 
the altcrii.itivc iniiuiplc of “ rectiui»ment " ; by this 
is uie.mt that the lt>cal authoiity an}uiics by 
pureh.isc a larj.|C area in the ilistiict that is to be 
imiirovcd, and ra overs in the improved \aliie of 
this area the w'holc or the I’rcati.r part of the tost 
of the bi'hcme. The liual anth<»rity ran, alter the 
improvement, p-scll the estate at the iin[»roved value, 
or, what is Ih night better, can letain the sites and 
Jet them on budding leases for periods of time, tims 
sccuiing the betterment value in ground-rents. Of 
course there is in this method a speculative element. 

This piinciple was adojited by the London County 
Council in the case of the extensive Strand improve- 
ments. It was contended that wdien the estimated 
ground-rents of tlic future are compared with the interest 
value of the money borrowed for the purposes of the 
.sclicmc, and when the benefit to the Council arising 
from lotting the surplus property on terminable building 
leases with reversionaiy interest to the Council is also 
considered, it will be found that this scheme will ulti- 
mately be profitable fco the comm unity ' 

1 Extract from letter of Mr G. F. Shaw Lefevre to The TimeSf 
29th April 1905 : 

^ The cost of acquiring this great property, and of rehousing in tht 
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Should the Strand experiment justify these anticipa- 
tions, it will be an ar^punciit for the recoupment principle 
in uiban inipiovcmcnls.^ 

The alarminjT growth of local taxation in recent years 
and the simiiltiineou.s extensive increase in the value 
of town lands, which becomes appaienl ulienever any 
sale of land takes pla(e, a*, wt 11 as in the rise of 

rents, have driuMi public atlentioji tti the subject of the 
monopoly of town lands and have j^iven lisii to several 
movements fur easiiig the burden of local taxatirm. 
One of these is jii ai^iiation for the Unwlkm of giotnui- 
or siti'-valim as a source of public revenue. The aim 
is, by some form of taxation on builtlincj sites, whether 
occupied or vacant, to appropriate the “unearned 
increment” of land, more particularly in uiban districts 
where the increase in permanent value is vciy obvious 
in the };iowth of rents. It is argued that this increase 
in value is not duo to the outlay or enterprise of the- 
owner, but largely to society and to public expendi- 
ture upon roads, sanitation, open spaces, etc.; and that 
it can therefore equitably be appropriated for public 

neighbourhood 3,800 peisons of the laboiinn)' class dispossessed 
by It, w'us estimated .'it ^4, 893,000. The value ol the aiea of 
recoupment was cslim.itcd in the iisnal v.'i>, hy lakiii}^ tiu* selling 
inaiket value of the yround-ienls foi wmch the sin|>lii.s lapd was 
cxju'cted to let, at /^4iifi4,ocio, and Ihe nctcosi;ofthe si heiiip thus 
ariived at w.is pul at /743 ,ikx>, l^p^pc(ll\e of any losis icsuUuig 
from the interval hetwerii the piiidiasc ot the piopeity nud* the 
letting of It on lease, whuh in any case would necessarily be of 
consuleralile amount. 

“but the Council is not bound to sell its ground-rents It is 
.allowed to hold ihcin as secuiit}' foi its sinking fund. It held that 
the ti lie ineaflire of the tost ol siii'h .a sdiemc w.is the difference 
bcn\ecn the estimated ground-rents and the interest of the money 
borrowed (m the pui|iosc of the scheme.” 

' Aftei remaining vaianl for nearly ten years the rastein end 
was let to the Australian Governinent, and in Dclobci 1919 the 
western end was lei at a lent of a year for the pm pose of 

an exchange, w'lth exhibition and sale-ioom. 
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use. Unquestioncibly the high monopoly-vpluc of 
certain land is due to the growth of population and 
its aggregation in towns, to the concentration of cctm- 
mercial activity and capital, and to the social wealth 
and productive energy comfirehsed into liinito] areas. 
On what principle can th.e Stale apf)ropriate a share of 
this enormous wealth, which tends to almost lip-itless 
expansion without any special effort on the p.irt of 
the owner ? The problem has frequently been raised ; 
it was unsuccessfully attacked by J. S. Mill, and 
subsequently revived by the advocates (>f ll)e .single- 
tax. The question is much too intricate, anrl vast 
for present discussion, and its full examination is niA 
wlmlly aj)propriate to the task in hand, but a few 
of the difficulties may be .stated, 

The chief argument for special taxation of land 
values is that there exi.sts a great distinction between 
‘land monopoly and otlier monopolies, in that land is 
the fundamental factor in all production, the prime 
ncces.sary for exi.steiice, and is strictly limited in 
amount To this it is replied that private ownership 
of land was found expedient for its development, that 
this principle is the active .stitnulus in the settlement of 
new countries, and is also the chief cause of successful 
agriculture in old countries. Also it is urged that if 
reftts have increased rates have increased in the same 
proportion, and that this increase of rates falls upon 
the ground'landlord. And it is asked, how can it 
be determined what part of the increase in land-values 
is due to outlay, ftiresight, and management on the 
part of owners, and what to other causc.s ? Further, it is 
often stated that the rent of much agricultural land pays 
a very small percentage on the capital which has been 
183 
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sunk in it by the owners. Urban land also changes 
hands frequently by sale, and on each occasion the 
purc^iasers pay the full capital value for the increments 
to rent in the price. Appr<»piiation of the increment in 
such cases would be simply confiscation. I low are these 
various objections to 1)C dealt with ? Mill sir^;f>estcd that 
a general valuation should be made, and that tl’.e ap[trO‘ 
prialion of the increments .should take place from some 
fixed future date; this, however, would only pi).-?ti>onfc 
the difficulty, Tlic present projv>sal is that a valuation 
of .sites be made foi the purpn.se of special rating. It is 
difiTifiilt to see, however, on what basis this can be made 
other than by reference to the rents they A tch, or how 
the site taxation will be cariicd out .so as not to confis- 
cate capital values fi)r which the full price has been 
paid at purchase. 

Again, it is pointed out that land is only one instance 
out of many of Ihc forms of unearned increment; 
that all profitable slock exf hinge tiansartions and 
all cases of increase in values of investments ore of 
this class, while of the same kind are all business 
speculations from which more than average profit 
is derived. In every walk of life there arc some 
individuals who earn more than their fclIow\s by “mere 
good fortune,” due to extraneous dr<;umstanccs’and in 
no sense to their own efforts or ability, A further 
difficulty is the treat iiient of decrements: how arc 
tlicy to be dealt with? Does the principle of equity 
allow increments to be taken and vlccremcnts to be 
ignored? Again, in all cases of property there are 
many interests at stake, and numerous legal obligations 
have been incurred. On analysis the subject seems to 
bri.stlu with difficulties and complications, the equitable 
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solution of which will demand great trouble, time, and 
expense. Meanwhile the firoblem i)ie-sses iirgcMitly for 
some solution. The enormous rise in value of K>wn 
sites and suburban land goes <m co.n*iiircnlly with the 
increase of s and local indditedness. The burdens 
ofrntc-pa}-tis in the evcr-cxfianding towns are constantly 
growing, and fiom the same i.iu-^c problems of poveity, 
of wages, rent, housing, and tin migiatlon of industries 
are becoming moie serious. Several Royal Commissions 
have made enquiries and repoits upmi the subject, which 
constitutes at pre'-ent a most pre->ing p,nd difficult 
social probkin.^ it is essential that ssonie eijuitable 
method .should be devised which will enable the com- 
munity to defray the expeiidriurc incident to its own 
development from the inciciise in the values which 
are created thereby. But before the burden of local 
taxation can be redistributed by taxation of site -values 
the dinicultics here dc-scribed must be resolved, and a 
working scheme propounded, which will deal equitably 
with the many interests involved. 

The economic cflcct of a tax on ground - values 
(sujiposing it capable of being imposed equitably on 
the differential monopoly-value only) would be almost 
entirely* upon rent -owners; it could not be shifted, 
except’ to' a small extent indirectly. If the lax were 
such as to diminish in any degree the supply of land for 
building piirptises ‘-omc part of the tax would be shifted 
to occupiers by a rise in rent, as a consequence of a 
relative scarcit)' of dwelling-houses; the major part 
would, however, always remain with the rent-receiver. 

* For a very IiiciJ account of the present position and the pro- 
posed 'methods of ti-ixinB sues, sec “Rating of Land Values,” by 
A. Wilson Fox. 
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L-\”li<AC:T HiOM KKI'ORT (.>K 1 n^)VM (‘oMMisSlOIs 
ON ].(KAL lAXA'KON; 'llll'. ^I'MMAKY 

Ol* I'Hli SKI'AkA'lE KKhUVr ON UKI 5 \N RATING 
AND Sl'IIC-VALUEb SIGNED CY i*lVK COM- 
MiSSlONKIiS 

I’l may be convenient tliat wc should heie biieilv siiimiuiise tlu 
lunclusiuJis wind) uo h.ive loinicd uii llu f|uisii()ii ol IJibau 
H.tling, and to ^hu'li uv desne tu call d|ie< ml allciilluii. Tiicy 
uic as follows;— 

(1) That lutsconceptinn and exa^^^eration aie specially picvalenl. 

on this siib|cct. 

(2) That, as a lule, others besides llic freeholder aie inteiesled 

lu site-values. 

(3) That the value of the site as well as of the stiULture is at 

jiresent assessed to rates 

(4} Th.il, while site- value is enhanced automatically bycxtr.ineous 
causes, yet it has no monopoly ot siidi cnhanceniimt ; but 
that the outlay of ratejiaycrs' money doi-s increasf; thp value 
of urban sites to a special, though not easily measurable, 
extent 

(5) That site and structure, whkb arc now combined for rating 

purposes, diHcr so essentially in character that they ought 
to be sejiaratcly valued. 

(6) That, when scpaiated from structure, site- value is capable of 

bearing somewhat heaviei taxatiov, and should be made 
to bear it, subject, however, to strict respect for existing 
contracts. 

(7) That the differential treatment should take the form of a 

special site-value rate, payable ia part by means of 
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deduction from icnt on the Income Tax me^od, and 
that thus a part ot the burden should vii>i]>]y fall on those 
.who have inleiests superior to those oi the occupier. 

(8) That, subject to the coniliti'>nb which we h.ive sp/'cified, 

the special site-value rate should be rlmij^ed in lesjiect 
of unoccupied piopcrty and uncovered land. 

(9) That, if ]Jioper re^iard be had to ecjuitable considerations, 

the ainouiit cujiable of bem^ i.used by a special site- value 
rate will not be laige ; and that the piuceeds of it, what- 
ever the amount may be, should go in relief of local, not 
Inipciial, taxation. 

(10) That It maybe well to apply the scheme on the piintiple 

of “local option," and to bunt ilie inmicdiate intioduction 
of It to urban places, having a population in excess of a 
given number, and of a given density. 

The advantages which can be claimed fur the pioposal arc, 
we venture to think, not inconsulcniblc. 

(1) It would conduce to placing the uiban r.iting system on a 
iiioo C([iiiub]e and thus sounder, basis. 

(i) It would be making the ground-owner, and others who may 
under the lc‘.isehold system acquire an interest in site- 
value-*, contribute somewhat more to loccd taxation than 
they do now, and the contribution would be direct and 
visible, 

(3) It should go some way lowaids putting an end to agitation 

for unjust and confiscatory measures. 

(4) It wcmld enable deductions for repairs to bo made solely in 

respect of the buildings. 

(5) It) would do something loviaids lightening the bin dens in 

n'Spect of building, and thus something towards solving 
the difficult and urgent housing problem. 

(6) It would tend to rectify inequ/lities between one district 
' and another district, and between one ground-owiiei and 

another ground-owmer. 

(7) It would, or at least it should, conduce to the removal of 

some of the widely-spread misconceptions which seem to 
prevail, not unkv in political circles, but amoVg economic 
authorities and rcs[Kmsible statesmen ; for, while it would 
be an admission that there were defects in the urban 
rating system and an attempt to remedy those defects, 
it would show that there is no large undeveloped source 
l£(> 
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of taxation available for local purposes, and still less 
for national purposes 

Wc"w()iild point out that, if a moderate proposal to effect these 
objeits IS evei to be made, it would be specially opportune to 
make it at a tune when, under the scheme^, which we .up pulling 
forward, the buidcn of latts in towns will be apjircuably rrlievrd 
by making use of this oppoituiiity, it will be possible to iniioduie 
a sound and advantageous piuicipic into our hK.a! taxatinn without 
disapiHuntiiig legitimate e\])cctatiu])|i More especially, since any- 
thing that lends to lelieve the prcasure of local taxation, or to 
prevent the growth ol it, must ultimately, sooner or later, benefit 
the owners of site-v.-ilues, it seems desirable that any increased 
provision ni.ide by the St.ite in aid of services loc.ally administned 
shall be accompanied with &uiue make-wughi in the sli.ipe of ai 
'''wnot's site v.ilu^ iiitc. 
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Uk\enik. 

Customs 

• / 3 3. 4 30,000 

0 

0 

leXUbC 

■ 39. 3on,ijuo 

0 

0 

IMate Diitii's, etc 

. 27 . 35 ‘),no<» 

0 

0 

Stamps 

. y.'iOO.ono 

0 

0 

I*ind Tax . . ... 

. 7oi’i,i>(»ii 

0 

0 

TTonse Duty . ... 

. 2,000.000 

0 

0 

PiDjK’rlv .iiid likomi- l.ix . 

. 47,2 lO.lHlO 

0 

0 

Land Value IVitu., .... 

. 71 I '«w> 


0 

Post Oilin’ .... 

. 3n,R(i(* (,(K> 

(> 

0 

(Town Land.s {mt) 

5 


0 

Suez Canal and Siin.ltv I/uns 

i. 57 ‘V» 7 ^ 


7 

Miii'clLmeou^ ..... 

2,303,921 

H 

.3 

Torsi Kcvi-Ni r. . 

. /,i.>S. 24 >.S 97 

4 

0 


Evi-KNuin 1 1 


f'>>iisoliJalcd VunuJ Snnir<:~ 

1. Nalum.il iHbl hcivurs — 

(/i) l'iin<lotl D.'ht (In- 

tcust) . . . iif^R7,7oS 16 ?, 

I'undrfl Pilit (Tci- 
miu.il'U' Annmtus) . ^,^■>2,0;/) iz 5 

[h) I'nlnii'li'd l>i hi (In- 

t-Ti-.t) . . . i.iiS.iiiO 7 

(0 M.in.i'Timtnf thi' 

TO 0 

'i/j NewSinliPi" r-iiul . 13 i 

— ■■ ■ •’■■■ — /2t, I*, on, 000 0 o 

• Road Improve HI on I 

Fund . . . 1,301,031 o 0 

^ raymenf*! to I f'cal 

Ta\.i(ion At ( oiinls . 9,734,127 10 0 

I Ollii’t Con.'-ohd i(fil I’uiid 
Si t \ iLl't. — 

* Civil Lisl . 

Anmiitus and Pen- 

' SKmi, . ^ . 

SaL'incs and Allow 

* anors . . I,r> 03 ,f? 9 O 0 TO 

Cx'iiifts of (ii'.lin' 

and Misci'll.iii'-iius 
I'.T vices . 

3 Supply Sesvices-- 

Annv Scivicfs . /if., 331.000 00 ^ 

Oidn.iiicc* I'.utoiin . . i3,o<>o o o 

Navy Srrvires . . /jS.fi','',.***”* o o 

(‘i\il Snvicc*s . . 53,ooi,oon o o 

C) ■ Cir.loms and Excise . 2,431,000 o o 

Inland Itevenuc . . 2.032,000 o o 

Pobt Oflire ScivKvs . 2 i.(ki7,ooo o o 

160,170,000 O O 

Totai !• ypLNnrTxn’K . , /i97.49^>9b8 17 A 
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Edita ’I ION, Scii-.nu'. and Ai:t 


Briiird ol Eiliu .ttiou . 


^.ri//jo, 3 U 

liiilisli MiibC'um 


202,508 

National Gallciy 


22,2; 5 

National Poriiait GalUiy 

WalLitc Collection . 


&/'77 

7,577 

Stafloul House 


2/100 

Scientific ln\esti};atiou 

Universities and Colleges, Gicat Uiitam iiiul 

icxt,7o8 

Wales . 

• 

314.300 

Scot L\ Nil— 

Tublic Ediiration. 


2. 1711,872 

National Galleiies 


l.,88i 

Ireland— 

Public Education 


1 , 737 , 3 '/’ 

Endowed Si hools 


yio 

National Gallery . . 

• 

3 , lb's 

Science and Art . 


140,450 . 

Universities and Colleges 


125,800 

^ 19,809 ,430 
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KCI'IlNDITURE. 


Caniohdatfd Fund Sen’ini. 

N.i(i<)n.il iVlii S.‘rvin‘s — 

Insirli till' ri'wcil Dtht Cli.itg/' 


;^i9,S2S,ooo 

Out^idt ihc ncl»l Cliatyp 


i7o.« 23,000 

I’jyiiicnts trt Ii«ic.tl Ta<alii>ii Avi.iui)t.« 


So, 8^1, 000 
9,731,000 

Olner ('lUis ihtl iiod I'nml N:ivkls 


1,670,000 

Tiitul Cniivitiilavai Tumi St mi'- 

/ 201, 252,000 

.•i//, ■’//)' .Si7 rv. t . - 

Aiiny ..... 

/ll.lirtj 


N.tvv .... 

i7,ot« 


Alini .tiy ol Munitimi. . 

1 Q)*)0 


Civil Slivuv 

6r,? jj.iifio 


Cualunii, K\(,inc .mtl T'lliMid I'tMUVn. . 

1;, ruit.n'X) 


I’oil Offu t Sen K lh 



Tutal bupj'l) vSt‘i\icc» 

— 

92,160,000 

Voteii oi Cu'tlil 


2, 402, Si/ coo 

(jR\Nlt T'»r41. 


;f2, 690, 221, 000 

Otlici Eipvri ,L‘ . ( h.iiiit ililt* lo 

TfUgM]'!).. I.Mmik}) Avi . , 

/^ifivOCO 


I'l isl < Hficc ^ R-iilwaj ) Act 

0!t,CM0 


Iluusm^; Acl .... 

4;o,ojo 

716,000 


(li'jvNTi Toial E\ri-NIilTrKli . 

2, Got), 1)37.000 

Rkvenuk. 

1916 17 

1917-ls 

Customs . . . • 

^70,501,000 

;(;7I, 261,000 
38,772,000 

Ksnso ..... 

50,380,000 

F-M.ue Duly . . . 

31,232,000 

31,671,000 

Stam])s . . . . • . 

7,878, exx) 

8,300,000 

I.niid Tik: . . . > 

640,000 

665,000 

lifiise Duly .... 

1,9,10,000 

1,960,000 

Inc'inic Tax .nnrl .Siipci Fat 

201;, 033, 000 

239,509,000 

Exicss I'Kilit^ Duly * . . • 

IJ9,< 120,000 

220,214,000 

l^ilid Value Dulu's 

521,000 

685,000 

Total fitJiu r.iJcs . 

/5i4,io^.nt») 

/;6 1 3,040,000 

I’oclal Semce .... 

/24.350,ax> 

,^25, 200,000 

TelfRi-ipli Scivico 

3,3';o.«X) 

3,500,000 

Tell plume Service 

6,400,000 

V 6,600,000 
690,000 

Crown lainfU . . 

650,000 

Receipts from Lo.ins 

Miiiqellancous .... 

8.056.000 

16.517.000 

6,056,000 

52,149,000 

Total fioni Non-Tax Revenue . 

£S^, 3 n>«io 

;f94.i95.«» 

Total Kkvenob 


jC 707, 33.5,000 
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EXCHEQUER BALANCE SHEET (1917*18)/ 

Exchequer Balance, 31st March 1917 ;^26,436,ooo 

Revknue 707,235,000 


Money raised under the War Loan Acts, 1914-17— 


Treasury Bills .... 

508,885,000 

3 per cent. Exchequci Bonds, 1930 

12,021,000 

5 per cent. Exchequer Bonds, 1922 

. 82,270,000 

6 per cent Exchequer Bonds, 1920 

48,000 

War Savings Certificates 

62,200,000 

4 per cent. War Loan, 1942’! 


5 per cent. Wai Loan, 1947 » 


National War Bonds 

614,215,000 

Other Debt . . , . 

. 620^435,000 


;(|2,8 oi, 828 ,ooo 

Kxpemditure .... 

. J^2, 696, 221, 000 

Advances ..... 

211,000 

Depreciation Fund, 1917 

34,580,000 

War Loans, etc., paid off under Finance Art, 

1917 22,916,000 

War Expenditure, etc., paid off 

. 629,000 

Old Sinking Fund, 1908 

. ^ 10,000 

Old Sinking Fund, 1911 

. ^ ^ 27»000 

Old Sinking Fund, 1912 . , 

. ’ * 949,000 

Ways and Means Advances Repaid 

25,25^,000 

Exchequer Balance, 31st March 1918 

21,030,000 


J^2, 801.828,000 


X91 



RECENT CHANGES IN FINANCE 


1909 . Income Tax—The general rate to be ts. ad. jin the 

9d. on “ earned incomes ” up to incomes of £ 7 xxo ; is. on 
“ earned incomes ” from ;^2000 to i,yxo. ^ 

A Super tax of 6d. on incomes exceeding ;^5ooo upon 
the excess over ^3000. 

An exemption from income tax on ;^io for every child 
under sixteen on incomes less than ^500. 

A special relief to owners of land and houses in regard 
to expenditure on the upkeep and improvement of their 
estates. 


Death Duties.— The scale of graduation of the Estate 
Duty to be extended as follows 


On £100 at I per cent. 

Soo „2 „ 

>, 1,000 „3 „ 

„ 5,000 „4 „ 

„ 10,000 „ 5 „ 

„ 20,000 „6 „ 

„ 40,000 „ 7 „ 

„ 70,000 „8 „ 


On 100,000 at 9 per cent 

„ 150,000 „io „ 

„ 200,000 „ II „ 

„ 400,000 „ 12 „ 

„ 600,000 „ 13 „ 

„ 800,000 „ 14 „ 

„ 1,000,060 „ 15 „ 


Settlement Estate Duty increased from i to a per cent 

The 3 per cent. Legacy and Succession Duty cm 
collaterals to be raised to 5 per cent, and the 5 per cent 
to 10 per cent.; the i per cent, duty to be reimposed and 
extended to husbands and wives with certain liaitadcms 
and exemptions. 

Gifts iti/ir v/vos made within three years of death to 
pay duty if not less than j^ioo^ and unless made for 
charitable or public purposes. 

Bump Duties increased. On the transfer of real property 
of j^soo and on leases the duty to be double^* 

On stocks and marketable securities the scale bf duty 
on contract notes to be 6d. for £% ta;^loo^ is. from'^fOO 
to ;^5oo, 2s. from ;^5oo to ;£iooo^ etc.| up to i nu^URIv 
of aos. for over ^^ao^ooa i . . ' ' 
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RECENT CHANGES IN FINANCE 


OnitoaiB and fizci86.->On spirits an additional duty of 
3s. Qd. per gallon. Tobacco duty increased from 3s. to 
3s. 8d. per Ih. A new duty imposed on motor spirit, of 
, 3d. per gallon, and a licence duty to be required, by 
manufacturers j^i, and by dealers 55. 

'I'he duty on Motor Cars to be increased by a scale 
based on horsc-jiowci, commcncinj; at 2 guineas for 6^ 
h.-p., and rising to 40 guineas at 60 h -p. 

Dntiea on Idqnor Licences raised, and the system of 
assessment changed. 

The Duty on Vuhlkmi licences to be om half^ and 
that on Berr houif IMettcfs one thtrd of the annual value 
of the prcmiseii, with a minimum in each case in pro- 
portion to the population of the licensing district. 

For Hotels and Restaui>wts the duty to be based on 
the ratio of their receipts from the sale of intoxicants 
to their total receipts. Cluh to pay a direct tax based 
upon the sales. 

MaanfACtnran’ Licences instead of a fixed duty to pay 
in propoition to the output on a scale - 
^50 up to 50,000 gallons. 

;^20 from 50,000 to Kxi^ooo gallons. 

A further 2 for every 25,000 gallons. 

Brewers of IJeer,—J[,i up to 100 barrels. 
ffl from 100 to 200 ban els, 
and ns. extra for every additional 50 bapels. 

Wholesale dealers to pay an increased . duty on 
licences. 

For spirits a rise fiom ;£io to ;£i5, 15s. 

For beer an increase from ^3, 3s. to ;^io, 16s. 

Road Imjirovemont Aoconnt— The duties derived from 
njplor spirits and the additional duties on motor 
cars in excess of the old dmies to be devoted to the 
improvement of roads. 

fttaldng IFasd for the reduction of National Debt to be 

. ^ reduced from ;^28,ooo,ooo to ;f24, 500,00a 
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RECENT CHANGES IN FINANCE 


1910 . No change in taxation. 

1911 . No new taxation, but an addition to Budget. 

Out of the surplus a sum oi 500,000 wastallo'- 
cated to the construction of Sanatoria for con- 
sumpttves, and ;^2,356,766 was applied to the 
reduction of the Debt. 

Salaries of Members of Pailiament were author* 
ised at the rate of j^4oo a year for memliers not 
hoklmg any salaried public office. I'he first pay- 
ment to be made on 1st September 19TI. Estimated 
cost, j^2So,ooo pel annum. 

The import duty on cocoa modified so as to 
remove the possibility of protect u>n. 

Liquor Licence Duties slightly reduced. 

1912 . No change in taxation. 

Out of the surplus ^1,000,000 was applied to 
additional Dreadnoughts and ^5,000, 000 to reduction 
of Debt 

1918 . No change in taxation. 

1014 . Income Tax.- Free up to The general rate on 

earned imomei to 

9d. in the on incomes not exceeding ;^i,ooo. 
io 4 d. „ „ „ 1,500. 

IS. „ „ „ 2,000. 

IS. 2d. „ „ , » 2,500. 

, On unearned incomes— 

IS. ip tlie £ on incomes not exceeding £300, 

IS. 2d. „ * „ „ 5 °°’ 

IS. 3 ( 1 . „ „ exceeding 50a 

A Super tax of— 

5d. on each £ of income in excess of £2, loo, 

7 d. 11 » »i 3 » 5 ®®* 

9d. » , ,, « 4,50a 

nd. „ „ „ 5,5«>- 

IS. id. „ ,, „ ^500* 

IS. 3d. „ „ „ 7,50a 

IS. 4 d. „ „ 8,50a 
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Exemption from income tax of £20 on each child 
under 16 yearb of age on incomes not exceeding £500. 

Extension of relic! to owners of land*, jfiid houses 
with regal d to eypetjdiiurc on upkeep and improve- 
ments (from to / li on hou'^cs). 

Death Duties.- 'Ihe scale of i,tlcs of Estate Duty to 
be on the value ol the estate, as follows - 


Ovci 

Not cccrrdiii,; 

K.il<. 

100 .md 

500 at 

1/ 

5* 11 

1,000 „ 

2% 

l,orx) „ 

5,000 „ 

3% 

5,000 „ 

U'.tXXJ „ 

4V 

10,000 ,, 

'0,fXX) „ 

si 

20,' >00 „ 

40,000 „ 


40,000 „ 

60.000 „ 

n 

Co, OIK) „ 

8o,cx)o „ 

K 

80, 0( 10 „ 

ioo,(x» „ 

9 % 

lOOjOCO „ 

i5»vxx) „ 

to/. 

1 50,000 „ 

200, (XV) „ 

H/, 

200,000 „ 

250,000 „ 

12% 

250,000 „ 

3<jo,ooo „ 

13X 

300,000 „ 

350.000 „ 

U'T 

350,000 „ 

4(X),ooo „ 


400,000 „ 

500,000 „ 

16% 

500,000 „ 

600,000 „ 

17% 

600,000 „ 

800,000 „ 

i8;i 

800,000 „ 

1,000,000 „ 

19 <. 

,000,000 


2J% 


National Debt— The Sinking Fund for reduction of 
the Debt to be leduced from ;^24,5oo,(xx) to ;^23,5<3o,ooa 

April 1916.— -Further increase of income tax. An elaborate 
scale from ;^i3o to 000,000, highly graduated for 
e^neti and unearned from ^^130 to j(^3ooo, maximum 5s., 
with super tax from ;(j3ooo»to ;^i,ooo,ooo, from 377d. 
per ^ to 997d. perj^. 


N 1 
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RECENT CHANGES IN FINANCE 


Table showing how the Estimated Receipts in 1919-20 from 
Revenue and from Borrowings to meet Capital Expeuditule com- 
pare with the corresponding Receipts in 1918-19. 


On lUsTS OF Existing Taxation. 



Receipts lit 
191S 19. 

Fstiinatc fot 

T(«iii-w(inii Fiiisis 
<if cMstnig 
'IdsatiOH. 

Ketimatc foi 
jnjc) 211, more 

1 1 )(;l lcS 5 (-) 

Own Receipts 

111 1918-19. 

Customs . 

Exci.se 

£ 

102,780,000 

59 , 440 ,o<m 

£ 

ii7,65o,ixx) 

80,900,000 

' £ 

•P 14,870,000 
-p 21,460,000 


ifiz, 220,000 

198,550,000 

■P 

Estate, etc , Duties . 
Slaiup'^ 

Land '1 .ax . 

House Duty 
Income-Tax (itu lad- 
ing Su|)ci -Tax- 
Excess Prohts Duty, 

etc 

Land Value Duties . 

30,262,000 

12,438,1x10 

63c',ooc> 

1,850,000 

291,1 86, OCX) 
285,028,(xxt 

6(14,000 

31,000,000 

J2,000,0(Hl 

600.000 
1,900,000 

35.1, 000, oai 

jOO,OCX),CKX) 

500.000 

+ 738,000 

— 438,000 

— 30,000 

-P 50,000 

-P 62,814,000 
■P 14,972,000 

— 164,000 


622,0S8,(XX) 

700,000, OtX/ 

+ 77,942,000 

Totat< Recf.ip'j .s 
FROM Taxes 1 

784,278,000 

898,550,000 

-Pi 14,272,000 

Postal Service 
Telegraiih Servue 
Telephone (jciMcc 

29,400,000 
3,800,000 
C, 800,000 

30,000,000 

4,000,000 

7,000,000 

■P (kxijooo 
-P 200,000 
■P 200,000 

Crown, Lands . 
Receipts from Sundty 
Loans, etc. 
Miscellaneous . 

40,o(X),ooo 

760,000 

ii,6So,ooci 

52,503^ 

41,000,000 

650,000 

9,750,000 

209,700,000 

-1- 1,000,000 
110,000 

- 1,930,000 
+ 157,397,000 

Total Kecmi'Is i rom 
Non-Tax Rkvenua £ 

104,743.000 

261,100,000 

+ 1^6,357,000 

Total Revenue £ 

1 

889,021,000 1 

1,159,650,000 

-1-270,629,000 

Borrowings to meet] 
Expenditure chaige- 
able against Capital j 

556,000 

3,484,000 

+ 2,928,000 
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Exckss Profits Duty. 

It is proposed to renew the charge so as to cover accounting 

K ls ending on or aflet ist August 1919, the date fixed by the 
ct, and to reduce the rale from 80 per cent, tf) 40 ])er cent, 
as f torn I St January J 9 u;. 

A corresponding reduction in the i.itc of Excess Mineral Rights 
Duty IS proposed. 

Dkatii DtiTlhS. 

(i) RiifiL’ Duly ' AUcratum of Scale (1919- ?o). 

It is prnposdl to increase the i.ite^ of Esi.ilc Duly payable in 
respect of estates cm reding m value as sliovvn in the 

following scale ■ — 


l‘iimip.il V.iliK' ol KsUlr \ I'icsliiI kat«' il*ii»i»o‘nl Kdte 


•Acceding 

N«>i 1 t•l•ed^lg 

j 


1 

1 

IVi (•♦•lit. j 

iVi I’cni. 

100 

5 <x> 

1 

i 

51H. 


.» 

2 

1,000 

5,000 

3 

3 

5, MX) 

10 ,(XX) 

4 

4 

10,000 

iS.oixi 

S 

.S 

IS, 000 

20 ,fxX> 

5 

0 

20,000 

25,000 

0 

7 

25,000 

JO, 000 

6 

8 

30,000 

40, IKK) 

() 

9 

40,rioo 

50,000 

7 

lu 

50,000 

(>f>,(X*) 

7 

11 

60, UX) 

70 , 0 CXI 

K 

12 

70,000 

(K>,IXX) 

S .'ind () 

'3 

90,000 

1 IO,U)0 

(i and 10 

14 

1 10, (XX) 

I jo,ooo 

10 

IS 

130,000 

150,000 

10 

1(1 

iSO.rmo 

i7S,fKio 

II 

• 7. 

i 75 ,(xio ' 

2 (X),IKX) 

11 

iS 

2vx),ono 

2’^,0(XI 

12 • 

. U 

225,010 

250,000 

• 12 

20 

250,000 

J00,0U0 

n 

i 2 l 

300,000 

350.000 

M 

• 22 

350,000 

400, MX) 

«5 

?3 

4<x),oou 

45 o,ax) 

10 

?4 

450,000 

500,000 

16 

25 

500,000 

600,000 

17 

20 

(kJb.noo 

.Soo,«»n 

l,S 

27 

800,000 

1.0(10,000 

• 19 

2S 

1,000,000 

1,250,000 

2u 

30 

1,250,000 

1 , 500,000 

20 

. ^2 

1,500,000 

2,000,000 

20 

3 ? 

2,000,000 


20 

40 
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RECENT CHANGES IN FINANCE 


Table showing under tlie several Heads of DUTY the ESTI- 
viATM) Rkvi-nuk fiom Customs and Excise in 1919-20, as 
'oinpared with the Ai'I'ROXiaiaiic Rvrwp'is in 1918-19. 



TQ18-19 Recfijrts 
(Apptoxim.itL). 

1 

itjio-Jo Esti- 
iiKil(.‘d Rcceijits 

JUSTOMS 

£ 

£ 

S|)IMlb 1 

5 , 579,000 

10,000,000 

Ike? 


70,0110 

Wine ... 

I, nxj,ix>cj 

1,250,000 

lea.. . 

If 1,0:; 5,. lot. 

14.200,1 XXI 

C oi'oa 

2,4t:;,,ooi. 

2,.’0i 

Coffee anil Chi- oiy 

7fi8,«Joci 

(180,000 

Siijv'ir, cti . 

27,. w. 7 ,000 

3M,i;()o,otx) 

Ibieil Finns 

281, (I'M 

5(XJ,ooo 

Tol).'ui.o . . . 

4^,27,001) 

46,850,000 

Miilm SpiMl . . .1 

2,i54,ooj 

2,170,000 

C iiicina I'llnis 

170,000 

200,000 

Clocks ami Walt lu*:^ 

664,ih.o 

6oo,o(xj 

Motor ('.us amll vtl'" . 

191, (HX> 

750,000 

Musical [nstruiiieii' 

59,000 

250,000 

Mall hes 

^21,000 

7(X),oio 

Table Waters .... 

5,000 

10,000 

Olhci Items . ... 

— 593,000 

70,0a) 

. 'J'ol.il Customs 

102, 780.001 

I 10 , 000,000 

Excise 

£ 

£ 

Spiiits 

1 1 8,683,000 

42,000,000 

Meer . . ... 

1 25,421,000 

1, 087, (XX) 

59,930,000 

Sugai, etc 

1,000,000 

Tobacto 

60,0 10 

50,000 

Motor. Spiiit. 

7i,ok) 

— 

Entertainments .... 

7 , 5 i 3 ,ixx) 

8,a)o,ooo 

M. Holies .... 1 

1,707,010 

1,700,000 

Table Watei's ... 

1.583.000 

1.258.000 

i,5tA0cx> 

Liqiiqr Lii-enros . 

2,000,000 

Monopoly V.alues . 

17,000 

20,000 

Motoi Caiand Carnage Liremes 

271, OCX) 

750,000 

Motoi Spirit Licences . 

379,000 

— 

Other Licences . 

4 1 8,0IA1 

450,000 

Railway Passenger Duty 
Medicines, i’luyiitg rCaids, 

3,000 

•— 

Coffee Mixtures 

1,009,000 

1,000,000 

Othei Items. 

—40,000 

10,000 

Total Exci.se .... 

59,440,000 

118,500,000 

Tutal Customs and Excise 

163,230,000 

237,500.000 
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RECENT CHANGES IN FINANCE 

T>kBLE ijiving Final Ualance Shkkt, 1910-20. 


Estimated Revenue, 1019-20. 

L . L 

lustoms . . n7,t>‘,o.(wo 

I*TO|.Tosr<l net 
ailJition . 1,3150,000 

n<»,(XK>,ofx> 

Ixci'ii' . . 8o,</xj,ooo 

I’luiMSxi net 
adililiuu . 37,0oo,uon 

llK,qn.j,ocjo 


*37 


t .It c, etc., 


IMIIIC*. . 3T.OrX),OOU 


I'lopovd net 


.iddiliou . 2,500,000 


— 

3 :i, 5 O 0 ,cxK) 

itamp'. 

12 , 1 X 10,000 

.ami J'.ix . . • ■ 

61X1,1 XXi 

lonwDiity 

i,<yoo,ooo 

ncdpu* - 'I'ax (inclmlmg 


Su(kr'I<ix) . 

351 , 000,002 

^\i« ss IWits I My, etc. . 

300,0(0,000 

.And \ dlue Dutiex . 

500,00'j 


702,500,000 

TiVTAL ReCIII’IS I'KdM 


Taxes . . 

'‘o&Ul Set vice . 

30,01 w, 000 

I'elegiaph Set vice . 

4,ooo,(yjo 

rRleplionc Sen U’C 

7,000,000 


41,000,000 

'rown I,Ands . . 

650, uo 

■ieceipts from Sundiy 


Lnunii, etc. . 

9,750,000 

Vlibccllaiicous . 

209,7ix},uou 

Total KKrKiHT.s from 


Non-Tax KbVENUE 4 ®^it,too,ooo 


TOTAL BETENIJE £1,201,100,000 
DEFICIT . . 283,810,000 


£1,491,910,000 


Hnnowii)^ to inei t Exi)en- 
ditute L'hargraUe agaiiixt 
(^[Htal , . . . j^3,4B.|,()oo 


KslIMATbl) KXI'bNlllTUKK, 1919 - 20 . 
CONSOUDATLLI 1' UND StkV H'hS. 

National PfU .Si‘t\ufs: 
lii&id(‘ Hk* i''ixnd Debt 
rh.iige . . 29,800,000 

Oul-iiJe th' Fixixl Iblit 
Ouigc , . . J3i),20o,ooo 


3(iu,ocx),(>ao 

I'aynieiit'- to Local I'-iSii- 

tuili At I rillDlS, etc. . 9,763,00'/ 

l^iid .Si-itU iiii'iit . . 5,uu(),ivo 

Uth'*i ( ’(*«!.obdatC(l Fii'i'l 
Scnins . . - 

Tf)l\l ('oNSlil lUAll-O 

!• UNU Se k vti liS i,#<,S0S'O°o 


Si’lTI.Y SERVirKS. 

Army 287,000,000 

Naiy 140, .'><>0,0110 

Air !• ora* . . . (>6,r, 00,000 

L 

('ivil Sot vice 415, But, 000 

Supiilomciitary 

lOaillMlOii l30,oai,tXTO 

505.80^,000 

Cii'ilom'? ami Exetst*, 

InUnd Revenue 

pi'll tnients . . 8^537,000 

I'ost Otticf .SiTvicos . • • 41,274,000 


Total Sui’i'LY Services /;t, 058, 3 15.000 


total EXPEKTDI- 

Tj^BE . . £1,481.910,000 


Lxpeiulituie cliaiBcable 
agaiusl Capital . . 43.484.000 
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RECENT CHANGES IN FINANCE 


Tadle giving Balance Sheet, 1921-22, on existing Basis in the 
Form adopted in pievious years. 


F.S 1 IM ATI' D I<K\ EN L'E, I9J t- 32 . 


f. 

CuMonis . . . . 

I 2 f\ 8 i»QOO 

L\u<>c .... 

U/l, 2 (X >,000 

Tolu! Cfs^nms and F \ a v 

3Jl,Ofil),ClfiO 

Mutui VehiLle DiUie'. . 

9,000, WO 

Estate, etc.. Duties . 

4.1 anOjOJO 

St.inips 

21 l 1 O 0 ,CK’X} 

Land Ta\ and 1 louic Duly 

2.500,000 

Income - T.ix (iiicludnig 


Supri-Tax and Miiicial 


kiilbh Duly) . 

410,500.000 

Ew'f S5 1 ‘nifits Duly »tc 

000.000 

Corpor.Tiioit I’loiii*! 'l.tx . 

Jf), 000, OCX) 

Total Inland kminif . 

6 J2, 000,000 

Tutal RnrEiTT.s i-rum 


TAXLx 

/<>64,ooo,oa« 

Postal Seivice . 

43,ooo,ocxi 

T*‘legiapli Si'i i ire 

5,000,000 

Teltplioiie .Hcivite 

ll',OW*,OfX) 

Total Pi'V Oihr . 

(j<.*fXX»,<JOO 

Crown Liind'i . 

650,000 

Rpccipts liom Sundiy 


Loans, etc, ^ . 

1^,000,000 

MiskIUjicoiis— 


Oidinaiy H<’n*-|its . 

SI , ^000 

Spi'Cial Keenpts . .* 

1 5", 500,01x1 


Total 'Em Kii' IN fkum 
Nun-Tax XhvtNi't /;?qa,fiiy>,ciori 


TOTAL BEVENUE £1.216,660,000 

Mull owing*! to mod KxjKn- 
dituio ili.irgcablo .igamsit 
Capiial , . . . /TO,i|7?.s&.> 


ESTIMATfeU KXPENDITUKE, 1931-32. 
CoNSuLiUATCi) Fijno Surviofs. 

c 

hafioanl Debt Srtvuf^— 
liiydr llie Fiud IX bt 
(‘luigo . , 2j 500.000 

OiiImJo the lM\ed lX:bt 
Cluuge , . . 320,500,000 

315,000,000 

XrMilFmid. . . . 8,4oo.nco 

('j)nK'nt^ to I^kmI J.ixa- 

lion Accuiiiif., eti'. . 11,115,000 

I^nd Sctili'iiif’iit . . 5,cx»,Qoo 

Otlur Coiisolid.ited I- mid 

Hen ices . . . ».7.S7»»» 

rulAI. Ci!N‘«UI.IUAiriJ 

Fund Hsrvicls / 171,272,000 


SUI'PIA SEKVirES. 

I 

Aimy iofi,^/»5,ooo 

N,iiy 82.479,0110 

All J’OltV . , , . 18, }M,000 

I’mlStiviM's . . . 37*1,035.000 

(Xi.stom.s and ICxeui', .\nd 
Inland Kovonne I)e- 
paitincnts . . . 14,701,000 

l*o*Jt Office St'rvicos , , 67,1115,000 

TotalSui'J’I 1 SERVirES /W18, 456,000 


TOTAL EXPENDI- 
TURE . . £1,089;?S8,000 


I'A|jciiditiire chargeable 
against C.’i|>itul . . ;fio,47g.5<» 
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